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We have a very strong balance sheet with $92 million in net worth, $79 million in working capital, and no
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we have a seasonally strong net cash position in ("‘Ifmwwl g Sales

o

excess of $20 million. ) T sis00 ""'L;‘,’,'_"'L:T,';"',"‘TZ:,‘;;LF:_'IL';_T"

S1000 ;—:—:——m

Our improvement in gross margin percent during
the fourth quarter was especially gratifying. We
have put in place new processes which we
anticipate will continue to drive margin expansion $600
in the coming quarters. Our newly formed pricing
department is leading this effort by developing and
using better tools, analytics, and processes to $200
ensure that we set the optimal price while still
winning competitive transactions.

Revenue >> 5077 $783.5 $934.7

We are committed to being the best information )
technology (IT) marketing and sales company in the government market and we will continue to pres
our brand, our workforce, and our infrastructure in pursuit of that goal.

Strategic Vision b B hPR a 3 Z@S .

THOMSON
2004 didn’t begin as a year of transformation. But through a detailed strategic planning process, seniBHMANCIAR

management determined that the richness of the federal government marketplace and increased reliance on
technology presented an unmatched opportunity. As a result, we developed a strategic growth plan to
double revenue, increase margin, and improve productivity. These three pillars will result in significant
return for investors in the years to come. In the second half of 2004, GTSI has made a considerable
investment in its workforce, which will ultimately result in helping the company achieve its strategic
growth initiatives.

Why now? Federal IT spending has never been as strong as it is today, and the pent up demand for IT
solutions has never been greater. The Bush Administration recently proposed a 7.1% increase in IT
spending, far in excess of the overall federal budget. In addition, leading industry research firms predict
that the 2006 Federal 1T budget, which begins in October 2005, will be larger than the proposed $65
billion. State and local spending, as well as that of the intelligence community, adds to this large and
growing market opportunity.

2005 Focus

We are expecting to make considerable progress this year in achieving our strategic goals to double
revenue, increase margin and improve productivity in 2005. To double our sales we will continue to grow
our marketing and sales organizations. Simply put, additional sales professionals will drive more revenue,



especially in a fragmented market. During 2004, we grew our workforce by 150 or about 21%. These new
employees, coupled with the many outstanding GTSI veterans and 2005 additions to our teams, will allow
us to take advantage of the market opportunities we see with federal agencies, State and Local entities, and
systems integrators. At the same time, we are continually improving a large number of internal processes to
drive productivity and bottom line results.

Our progress is evident. We have crossed the $1 billion threshold. We will continue to grow our company and
support our government customers. These customers have mission-critical roles in implementing the national
priorities of defense, intelligence, security, and transformation. Because government agencies at all levels rely
more heavily on IT to achieve their goals, our focus will remain the same—to support our customers who
have key roles as they reshape the way technology is applied to the dissemination of information and delivery
of services to the American people. Our customers rely on GTSI to provide high quality IT solutions to meet
their most critical needs.

GTSI will continue to provide a set of wide ranging IT products and solutions for the government end user
and for the enterprise. We have excellent relationships with all of our suppliers—they are our partners in
satisfying the needs of our customers. Our Technology Practices, with their certifications and deep technical
knowledge, inspire confidence and enthusiasm in both our suppliers and our customers.

GTSI's marketing department has been substantially reinvigorated. Today we have a world-class team in
place that is aggressively communicating with and educating our constituencies. With activities ranging from
trade shows to print advertising to web commerce to customer relationship management to product
management and sales collateral, our team is demonstrating professional execution. This year, the results
should be tangible.

Our most difficult challenge in 2005 will be the implementation of our ERP system. Due to cut over early in
the 2" Quarter, this system has consumed considerable resources for several years, with 2004 having felt the
greatest impact. We have invested heavily in load testing and end-to-end process testing. We intend to have
the system operating smoothly in our seasonally strong third quarter. This system should provide a stable
information base upon which we can build a very efficient company.

In the past, shareholders of GTSI have seen mixed financial results due to both external forces and internal
challenges. Today, we are confident that the company has the right management in place and has the will
and the drive to succeed. The men and women of GTSI make an outstanding team, passionately committed
to improving all aspects of our business. You can be proud of them.

As a sharcholder, | am confident that GTSI is on the right path, and that our company can produce the
bottom line we have been waiting for.

M. Dendy Young
Chairman and Chief Executive Officer
GTSI Corp.
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Disclosure Regarding Forward-Looking Statements

Readers are cautioned that this Annual Report on Form 10-K contains forward-looking statements within the
meaning of Section 274 of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as amended, (“Exchange Act”) relating to our operations that are based on our current
expectations, estimates and projections. Words such as “expect,” “believe,” “anticipate,” “plan,” “intend” and

_ similar expressions are used to identify these forward-looking statements. These statements are not guarantees of
future performance and involve risks, uncertainties and assumptions that are difficult to predict. Our actual
results may differ materially from what is expressed or projected in these forward-looking statements. The
reasons for this include the factors discussed in the Risk Factors subheading in this Business section. We
specifically disclaim any obligation to update these forward-looking statements. These forward-looking
statements should not be relied on as representing our estimates or views as of any subsequent date.

PART 1
ITEM 1. BUSINESS
Overview

GTSI Corp. is a recognized IT solutions leader, providing products and services primarily to federal
government customers. We use the terms “GTSL” “we,” “our,” and “us” to refer to GTSI Corp. and its
subsidiaries. GTSI, a Delaware corporation, was founded in 1983 and has more than 20 years of
government-focused experience. Our complete product and solution offering, technical expertise, logistics
strengths, extensive contracts portfolio, customer relationships and proven performance record make
GTSI equally valuable to our customers and technology partners.

We offer our customers a convenient and cost-effective centralized source for computer, workstation,
software, networking and other IT solutions through our broad selection of popular products and services
at competitive prices. We specialize in understanding both the various IT needs and the procurement
processes of government customers. GTSI sells to most departments and agencies of the U.S. Federal
Government, as well as state and local governments, and prime contractors. Our total sales were $1.08
billion, $954.1 million and $934.7 million for the years ended December 31, 2004, 2003 and 2002,
respectively. The approximate percentage of our sales by customer type as of December 31 was:

2004 2003 2002

Federal GOVEINMENT . .. .ovvtt ittt et et e 75% 80% 76%
Prime Contractors. . ..ottt e e s 20 17 21
State and Local Governments ........... ceeees s 5 3 _3
Total ..ot e e e e 100% 100% 100%

Additional information related to net income, total assets, sfgnificant customers and long-lived assets is
provided in the consolidated financial statements and in Note 15 of the financial statements appearing in
Part II, Item 8 of this Form 10-K. '

GTSI currently offers access to approximately 350,000 IT products from over 1,380 key manufacturers
including Panasonic, HP, Sun Microsystems, Cisco Systems and Microsoft. We believe we provide our
vendor partners with a cost effective marketing and distribution channel to the many end-users constituting
the government market, while substantially insulating these partners from complex government
procurement rules and regulations.

We fulfill many of our customers’ orders from our state-of-the-art 140,000 square-feet distribution center
located in Northern Virginia in close proximity to Washington Dulles International Airport. We inventory
many popular IT products to enable quick delivery to our customers. In addition, we leverage our
Distribution Center and logistics expertise to offer a wide variety of managed fulfillment services to our




customers. Within the Distribution Center, we manage a 30,000 square-foot integration center where we
perform a number of value added services including:

+ Standard hardware integration;

» Customer image propagation;

s Automated system diagnostics and data capture;

¢ Customer asset tagging; and

¢ Complex configurations of various IT Solutions, such as Voice over Internet Protocol.
GTSI's distribution and integration operations are ISO 9001:2000 certified.

“GTSI” is a registered service mark of GTSI Corp. All other trademarks and service marks are proprietary
to their respective owners.

Business Strategy

GTSI is committed to and focused on the government customer. We believe there are significant
opportunities to increase our relatively low market share within the growing government IT market, and to
improve our overall profitability as we grow our revenue base. In mid 2004, we launched a strategic growth
plan to accomplish the following key business initiatives during the next three years:

e Double the revenue base of GTSI from $1 billion to $2 billion primarily through organic measures,
supplemented by strategic acquisitions,

e Improve our gross margins each year during the next three years through enhanced focus on
purchasing and pricing initiatives, and

e Drive enhanced profitability through continued process re-engineering initiatives aimed at
streamlining processes and procedures, while enhancing overall corporate wide productivity.

We plan to continue to increase our work force to take advantage of the growing government IT market.
Our management has undertaken a number of initiatives consistent with this revenue and earnings growth
strategy (e.g., hiring and training additional personnel, creating a centralized pricing organization, creating
a centralized purchasing organization and implementing the final phase of our new ERP system).

Focus on the Growing Government IT Market

Because of our historical focus on government, GTSI has developed the expertise and established the
partner and customer relationships necessary to be a leader in this market. As a result, our marketing and
sales force are effective at reaching and servicing the government market, which consists of procurement
and contracting officers, information resource managers, Chief Information Officers, government IT
executives, systems integrators, value-added resellers, prime contractors and a wide array of end-users. We
continue to increase our sales organization to widen customer coverage and broaden our enterprise
solutions, products and services. In addition, by concentrating on the government market, we have avoided
the higher credit risk of commercial customers.

Execute New Government Contracts and Utilize Flexible Contract Vehicles

GTSI holds a wide range of government contracts, including multimillion dollar, multi-year contracts with
the Department of Defense (“DoD”) and certain civilian agencies, as well as several multiple award
schedules and blanket purchasing agreements with a variety of DoD and civilian agencies. We also serve as
a subcontractor, providing products and services to other companies holding government contracts. GTSI
intends to continue to identify and pursue contract vehicles that best leverage our broad selection of
solutions, services, integration and distribution capabilities and partner relationships.




Provide a High-Quality Centralized Source for Procuring IT Products and Services

In addition to offering a full line of computer hardware, software and peripheral products, GTSI offers its
customers pre- and post-sale technical support and assistance in the selection, configuration, installation
and maintenance of the products and systems that we sell. Furthermore, by offering a wide range of IT
solutions and products through a variety of procurement mechanisms, we offer our customers the
convenience, flexibility and cost savings of purchasing from a centralized source. In our interactions with
our customers, our employees focus on providing high quality customer services associated with the order,
delivery, installation and repair of the products we sell. In addition to our product offerings, we now offer
service solutions to meet our customer needs in networking and telecommunications, storage and
continuity of operations solutions, enterprise software deployment and managed logistics support.

Establish and Maintain Strong Partner Relationships

To provide a centralized source of products and solutions for our customers, GTSI maintains strong
relationships with leading hardware, software and services partners. GTSI offers our partners a wide range
of marketing and sales services, which provide them with access to the millions of end-users constituting
the government market. In addition, we insulate our partners from the procurement regulatory
complexities, costs and complicated billing requirements associated with the government market.

Improve Internal Efficiencies

GTSI has undertaken a variety of activities aimed at improving financial performance. We believe that our
improved product pricing, supply chain management, and quality and expense control will lead to
improved operating and net margins. In addition, we plan to increase employee productivity through
training, use of the improved technology from our new Enterprise Resource Planning (“ERP”) system, and
a heightened focus on our customer relationship management (“CRM?”) initiatives.

Customers

GTSTI’s sales are predominantly generated from multiple agencies and departments of the U.S. Federal
Government, either directly or ultimately through prime contractors. Our revenue from the federal
government accounted for approximately 95%, 97% and 97% of our sales during 2004, 2003 and 2002,
respectively. Federal government sales were earned from numerous agencies and departments as
approximated below:

2004 2003 2002

Department of Defense. .......oovviin i i 3% 41% 41%

Civilian Agencies and Departments ........ PR 42 4 38

Prime Contractorns. . ... c. vttt i e e 221 18 21

Total 100% 100% 100%
Contracts

- GTSI achieves its sales through federal, state and local government contracts and open market
procurements. Our contracts with the federal government include a General Services Administration
(“GSA”) Schedule contract, Indefinite Delivery/Indefinite Quantity (“1DIQ”) contracts and Blanket
Purchase Agreements (“BPAs”). We pursue formal government bids for IDIQ contracts and BPAs,
Substantially all of these bids are awarded on a “best value” to the government basis (which, depending on
the bid, can be a combination of price, technical expertise, past performance on other government
contracts and other factors). We seek to use our partner contacts, purchasing power, distribution strength
and procurement expertise to compete successfully on these bids. These major procurements may equal
millions of dollars in total revenue, span multiple years and provide a purchasing vehicle for many




government agencies. In some cases, various government agencies levy an administrative fee on purchases
made by departments outside of the agency that awarded the contract. These fees are collected by GTSI
and remitted to the respective agency on a contract specified payment schedule. Items offered under our
contracts include platform solutions, peripherals, maintenance, training and services. All of our contracts
allow for the addition of products under certain circumstances. Additional details regarding our platform
solutions and peripherals are provided in the Products, Solutions, and Services subheading in this Business
section.

General Services Administration

GTSI holds a GSA designated Schedule 70 contract for the sale of IT products and services. Schedule 70
contracts are multi-award schedule contracts managed by the GSA IT Acquisition Center. In March 2002,
the government formally exercised its first of three five-year options to extend the GTSI contract through
2007. GSA contracts provide all government agencies, certain international organizations, authorized
prime contractors, and state and local governments with an efficient and cost-effective means for buying
commercial products. GSA purchasers may place unlimited orders for products under GSA contracts.

Our GSA contract contains price reduction clauses requiring that we pass on to government customers
certain reduced prices we may receive from our partners, but prohibits us from passing on price increases
for a period of one year. To mitigate the potentially adverse impact of any such price increase, we require
substantially all of our partners who supply our GSA contract to provide us with supply and price
protection. v

Indeﬁm're Delivery/Indefinite Quantity

IDIQ contracts offer greater flexibility than GSA contracts because they allow products to be added
quickly and allow contractors more pricing flexibility. IDIQ contracts are pre-competed; therefore, orders
placed under these contracts are not subject to protest unless the order is beyond the scope of the contract.
There are three types of IDIQ contracts: government-wide acquisition contracts (“GWAC”), multi-agency
contracts (“MAC”), and single agency contracts. A GWAC is a task-order or delivery-order contract for
information technology established by a single federal agency for government-wide use upon approval by
the Office of Management and Budget, while MACs accept orders from other agencies under the authority
of the Economy Act.

Details regarding our IDIQ contracts are as follows:

Contract Name IDI e Contractin; en Expiration Date
Scientific Engineering Workstation

ProcurementIII(a)........................oo... GWAC NASA July 30, 2006
Electronic Commodity Store IT1. ................. GWAC NIH(b) Nov. 26, 2012
Maxi-Minis and Databases ...................... MAC "‘Army May 25, 2005(c)
Information Technology Enterprise Solutions. .. ... MAC Army Nov. 1, 2006(c)
Procurement of Computer Hardware and

Software -2..........oiiii e single Veterans

agency Administration April 2, 2005(c)

(a) Comprises three contracts which each relate to a specific category of IT products
(b) National Institute of Health
{c) Contract contains extension options

The products are sold under the contract at a fixed price; however, the government typically negotiates a
lower price for large quantity or high value orders.




Blanket Purchase Agreements

Individual GSA ordering agencies may enter into GSA-authorized BPAs with GSA contract holders. BPAs
are similar to second-tier contracts under a contractor’s GSA contract. BPAs enable agencies to obtain
better pricing based on volume ordering and they decrease an agency’s administrative costs by streamlining
the ordering process.

GTSI maintains several Federal Supply Schedule BPAs that are authorized under our GSA Schedule 70
contract. GSA authorized BPAs incorporate many terms, conditions and products offered on GSA
Schedule contracts; often at prices lower than those available on the GSA schedules. We normally enter
into separate agreements with partners to offer reduced BPA prices to the government. Our BPAs are
agency specific and allow us to focus specific partner relationships on specific customers. -

State and Local

In 2003, GTSI was awarded U.S. Communities, a multi-state contract available to cities, counties, special
districts (airport, water, etc.), state agencies, schools and large non-profits such as hospitals and clinics. In
addition, GSA now allows state and local government agencies to utilize GSA Schedules. Multi-state
contracts enable individual states to utilize the buying power of multiple states, which results in lower costs
based on volume purchasing. The initial term of the U.S, Communities contract expires on May 1, 2006
and the contract has three one-year extension options.

The products are sold under the contract at a fixed price; however, governments typically negotiate a lower
price for large quantity or high value orders. In addition, these contracts include an administrative fee
calculated on the product price. We collect this fee and remit it on a quarterly basis to the contract’s
administering agency. '

Many purchases in the state and local government market are still made through individual competitive
procurements, although many state and local governments issue invitations to bid for statewide computer
term contracts. State and local procurements typically require formal responses from a prospective bidder.
Each state maintains a separate code of procurement regulations that must be understood. Compliance is
required to successfully market and sell to individual states. GTSI currently maintains several state and
local IT contracts, regularly submits oral and written bids to state and local governments and is on a
number of state and local government bid lists.

Open Market

We also sell many IT products through open market procurements. These procurements are separate and
apart from GSA Schedules, IDIQs and BPAs. Open market procurements include simplified acquisition
procedures, requests for quotes, .invitations for bids and requests for proposals, GTSI is on most
government bid lists relevant to its product offerings and responds with proposals to hundreds of such bid
solicitations each year. We also sell to prime contractors to the government, including systems integrators,
through open market procurements.

Products, Solutions and Services

GTSI is a leading, dedicated business-to-government provider of IT solutions. We continuously monitor
and evaluate existing and emerging technologies to ensure that we offer our customers state-of-the-art
technology products and solutions. GTSI also offers simplified buying through our website, gtsi.com.

Hardware

GTSI has strong strategic relationships with global market leaders such as Sun Microsystems, HP,
Panasonic, Cisco Systems, Network Appliance, IBM, Dell, Gateway, Apple, APC and SGI. It also has
resources dedicated to incubating new partners as technology develops and emerges. Whether it is




high-performance computing, physical security or telecommunication technology, GTSI offers
state-of-the-art hardware solutions targeted at meeting a wide variety of customer needs. In addition to
reselling workstations, desktops, laptops, notebooks, servers, facsimile products, and internet and extranet
" products; peripherals resold by us include disk drives; CD-ROM and DVD drives, printers, monitors,
scanners, modems and related products. Our networking products including LANs, WANSs, metropolitan
area networks, and personal area networks are supplemented by GTSI services, which include assisting
customers in selecting, configuring, installing and maintaining networks. Through its extensive
relationships, GTSI is able to secure state-of-the-art hardware to meet ever changing customer needs.

Software

We provide products and solutions from virtually every leading desktop and enterprise software publisher
including Adobe, BEA, BMC/Remedy, Citrix, Computer Associates, IBM, McAfee, Mercury, Microsoft,
Novell, Oracle, Red Hat and Symantec/Veritas. GTSI’s breadth of software providers is one of the
broadest in the industry.

Solutions

GTSI has a number of Enterprise Technology Practices. Each practice brings together talent that is
focused on specific industry and technical disciplines. Practices include focused concentration in software,
physical security, enterprise security, satellite, power, networks, telecommunications, enterprise
computing, storage and mobile technologies. The practices are designed to provide a thorough
understanding and alignment to specific partners such as Sun Microsystems, Cisco Systems, Hewlett
Packard, IBM and Panasonic. Each team includes professionals with extensive industry knowledge and
experience in systems engineering, project management and customized solution development.

Services and Warranty

We provide professional management of the creation and delivery of services to our customers. GTSI’s
services solutions capitalize on core business capabilities through managed fulfillment and support
services, implementation of technical product services and technology consulting services, either through
our own business resources or through our alliance with partners. GTSI typically offers warranties on
products for the same term as the manufacturer’s warranty. We also sell extended warranties ranging from
three to five years beyond the manufacturer’s warranty on certain products. -

The following table indicates, for the years ended December 31 (dollars in millions), the approximate sales
by product category along with related percentages of total sales.

Progucts 2004 2003 2002
Hardware......................... $ 8341 77.5% $692.5 T72.6% $673.7 121%
Software ..., 155.7 145 1545 162 1964 210
Resold third-party service products. . . 66.6 6.2 91.2 9.5 50.8 54
Services. ...t 19.7 1.8 15.9 1.7 13.8 1.5
Total ..o, $1,076.1 100.0% $954.1 100.0% $934.7 100.0%




Partner Relationships

To offer our customers a centralized source for their IT needs, we establish and maintain relationships
with key partners. GTSI offers partners a number of advantages incinding:

¢ Proactive sales of products and solutions;

¢ Access to the government market through a significant number of diverse contract vehicles and a
large and experienced sales organization;

¢ Helping to lower costs to comply with procurement regulations involved in selling directly to the
government market;

e Facilitate the reduction of costs related to reduction or elimination of selling, marketing and various
administrative programs; and

» Participation in value-added services, including numerous government-specific marketing programs
and end-user technical support.

The terms of agreements with our partners vary widely but typically permit us to purchase products for
resale to the government market. Virtually none of our agreements require us to purchase any specified
quantity of product. GTSI typically requires partners, acting as suppliers to us under our term government
contracts to provide us with supply and price protection for the duration of such contracts, Other than
supply agreements under term government contracts, our partner agreements are typically terminable by
the partner on short notice, at will or immediately upon default by GTSI, and may contain limitations on
partner liability. These partner agreements also generally permit GTSI to return previous product
purchases at no charge within certain time limits for a restocking fee or in exchange for other products of
such partner. We also purchase some products from independent distributors. ‘

Our partners provide us with various forms of marketing and sales assistance, including sales incentives
and market development funds. Partners provide sell-through and other sales incentives in connection with
certain product promotions. Additionally, key partners participate with us in cooperative advertising and
sales events and typically provide funding that can offset all or part of the costs of such efforts.

Inventory Management

Aggressive inventory management allows us to limit our inventory investment. We purchase products for
resale both directly from manufacturers and indirectly through distributors and other sources. During
2004, we purchased approximately 75% of the products we sold directly from manufacturers and the
remaining amount from distributors and other sources.

We manage our inventory in an aggressive, cost-efficient manner, resulting in a rapid-turn inventory
model. We generally only stock items that have consistent customer demand. Our distribution process is
highly automated with real-time shipment tracking and status system. All product picking is performed
using bar-coded labels, UPC bar codes and radio frequency scanning. We implemented an RFID Solution
in January, 2005, which enables us to apply RFID tags to case and pallet-load shipments that meet
published Department of Defense requirements.

We generally ship products by UPS, FedEx, DHL and other commercial delivery services and, where
applicable, invoice customers for shipping charges.

Marketing and Sales

GTSI Marketing develops and manages our branding and positioning activities on a worldwide basis.
These activities inform the government market of our capabilities and value proposition in order to acquire
new customers and improve retention of existing business. Most activities are funded by our partners in
exchange for the entry that GTSI’s relationships and knowledge offer in selling to the government. Each




activity is fully integrated with other GTSI marketing programs to provide compelling awareness,
consistency across media and a maximum return on investment.

Our marketing activities include sponsorship of major trade shows and customer events, advertising in
broadcast media, solutions focused collateral, e-commerce Web sites located at gtsi.com, pinpointed e-mail
marketing, outbound telemarketing and sales-related incentive programs. We develop and distribute two
publications: “ClarITy”, an enterprise solution focused magazine and “The GTSI Catalog”, an IT product
focused directory. In addition, GTSI advertising is a familiar and welcome face on the pages of virtually all
government related publications.

GTSI recognizes that the size and diversity of the government market make it imperative for us to identify
and understand the needs of our customers. Through years of intensive effort, GTSI has compiled and
maintained a proprietary database that contains an extensive list of agency procurement and contracting
officers, information resource managers, senior policy makers, technology influencers, end-users, systems
integrators, VARs and prime contractors. We use this database to target our marketing efforts and
perform data mining for various market research purposes. We conduct frequent customer surveys to
assess the opinions and interests of our customer base.

Our sales organization is focused on understanding the current and emerging needs of our customers and
to provide products, services and bundled solutions to meet those needs. Our sales organization continues
to provide deep coverage for existing customers while expanding sales coverage to focus on new accounts
and new product and service offerings to current customers. Our Customer Teams work closely with our
Enterprise Technology Practices to best meet the requirements of our customers.

We offer lease and finance solutions to our customers as an alternative to outright purchase. This growing
practice warranted a more structured approach to support the business. Therefore, we established GTSI
Financial Services in 2004 as a wholly owned subsidiary of GTSI Corp. to respond to our government
customer’s budget constraints and need for financial solutions. GTSI Financial Services offers lease and
financing programs under existing contracts as an alternative to purchasing equipment. The subsidiary’s
focus is to enable government customers to proactively manage technology lifecycles with existing budget
limitations.

Competition

The government IT market is highly competitive and subject to rapid change. GTSI competes with a
number of competitors including certain leading hardware manufacturers, systems integrators, resellers,
commercial computer retail chains and distributors.

We believe that the principal competitive factors in the government IT market in which we compete
include:

s Price;

e Expertise in government procurement processes;

Breadth of product line;
¢ Customer and partner relationships;

¢ Technical expertise;

Distribution capability;

¢ Available inventory; and

Customer service and support.
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We believe that competition may increase in the future, which could require us to reduce prices, increase
advertising expenditures or take other actions which may have adverse effects on our operating results. A
number of our existing and potential competitors have greater financial, marketing and technological
resources than GTSI. Some of our competitors have reduced their prices in an attempt to stimulate sales.
Decreasing prices of computers and related technology products and accessories resulting from
competition require us to sell a greater number of products to achieve the same level of sales and gross
margin. If this trend continues and we are unable to attract new customers and sell increased quantities of
products, our sales growth and profitability could be adversely affected. However, we believe we have a
competitive advantage over certain of our competitors because of our procurement expertise and our
ability to offer a centralized source for purchases of a wide variety of leading technology products from
numerous manufacturers.

Backlog

We identify an order as backlog as soon as we receive and accept a written customer purchase order.
Backlog fluctuates significantly from quarter to quarter because of the seasonality of government ordering
patterns and changes in inventory availability of various products. Our total backlog includes orders that
have not shipped (“unshipped backlog”) as well as orders that have shipped but cannot be recognized as
‘revenue as of the date of the financial statements due to FOB destination shipping terms. Total backlog at
December 31, 2004 was approximately $86.8 million compared to $102.8 million at December 31, 2003.
Unshipped backlog at December 31, 2004 was approximately $81.5 million, compared to $87.4 million at
December 31, 2003,

Employees

At February 25, 2005 we had 851 employees, including 579 in sales, marketing and contract management;
108 in operations; and 164 in finance, IT, human resources, legal and other support functions. None of our
employees are represented by a labor union and we have experienced no material labor-related work
stoppages.

Available Information

GTSI is traded on the NASDAQ National Market under the symbol GTSI. Our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements for our annual
stockholders’ meeting, and amendments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Exchange Act are made available free of charge on our Web site at www.gtsi.com as soon as
reasonably practicable after we electronically file such material with, or furnish it to, the Securities and
Exchange Commission. All of GTSI’s current required Exchange Act filings with the SEC, as well as press
releases and other investor relations’ information, may be obtained free of charge by request to: Investor
Relations, GTSI Corp., 3901 Stonecroft Boulevard, Chantilly, VA 20151-1010. Telephone (703) 502-2540,

Risk Factors

There are many factors that affect our business and results of operations, some of which are beyond our
control. The following is a description of some important factors that may cause actual results to differ
materially from those in forward-looking statements and from historical trends.
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The seasonality of our business makes our future financial results less predictable, which may adversely affect our
stock price.

Our results from operations have been, and are expected to continue to be, subject to fluctuations as a
result of numerous factors. The factors which make it difficult to predict our future sales volume and
profits include:

» the condition of the information technology industry in general,

e shifts in demand for hardware and software products,

¢ product life cycles,

» significant seasonal fluctuations in our sales as a result of government buying and funding patterns,

o fluctuations in our gross margins and the factors that contribute to this as described below,

o the availability of price protection, purchase discounts and rebate programs from vendors,

¢ how well we execute on our strategy and operating plans,

¢ changes in accounting rules, such as recording expenses for employee stock option grants, and

» customer order deferrals in anticipation of new product releases or upgrades from manufacturers.
As a consequence, operating results for a particular future period are difficult to predict, and, therefore,
prior results are not necessarily indicative of results to be expected in future periods. Any of the foregoing
factors, or any other factors discussed elsewhere herein, could have a material effect on our business,
results of operations, and financial condition that could adversely affect our stock price.
We expect gross margin to vary over time.
Overall gross margin levels may be negatively affected in the future by numerous factors including:

¢ timing and size of orders from customers,

¢ variation in mix of products sold,

¢ increases in product or shipping costs that we cannot pass on to customers,

e a shift in sales mix to more complex requirements on contracts with additional service elements,

* increased price competition, and

* increased warranty costs.
Any issue that compromises our relationship with agencies of the federal government would cause serious harm to

our business.

Our sales are highly dependent on the government’s demand for IT products. Although we do not believe
that the loss of any single agency or department would have a materially adverse effect on our results of
operations, a material decline in overall sales to the government as a whole, or to certain key agencies
thereof, could have such an effect. Among the key factors in maintaining our relationships with federal
government agencies are:

» our performance on individual contracts and delivery orders,
« the strength of our professional reputation,

¢ the relationships of our key executives with customer personnel, and
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e our compliance with complex procurement laws and regulations related to the formation,
administration and performance of federal government contracts.

To the extent that our performance does not meet customer expectations, or our reputation or
relationships deteriorate, this would cause a negative effect on our revenue, profitability and cash flow.
Noncompliance with government procurement regulations or contract provisions could result in
substantial monetary fines or damages, suspension or debarment from doing business with the government,
and civil or criminal liability.

Substantially all of our government contracts are terminable at any time at the government’s convenience
or upon default. If a government customer terminates one of our contracts for convenience, we may
recover, at most, only our incurred or committed costs, settlement expense, and profit on work completed
prior to the termination. Upon termination of a government contract for default, the government may also
seek to recover the costs of procuring the specified goods and services from a different contractor. The
effect of unexpected contract terminations would negatively impact our financial results.

Our success is dependent on our ability to recruit, retain and motivate talented employees.

In addition to the low unemployment rate in the Washington, DC Metropolitan area, competition for
experienced management and technical, sales and support personnel in the IT industry is substantial. Qur
rate of sales growth would be negatively affected if we are unable to expand the size of our sales force,
Financial results are also affected by the addition of personnel or other expenses in anticipation of sales
growth. To attract and retain the number of employees we need to grow our business, we may have to
increase our compensation levels or incur higher recruiting costs in the future, This would adversely affect
our financial performance. GTSI experiences employee turnover at rates comparable to those of other
companies in the Northern Virginia area. We do not anticipate material changes to our employee turnover
rate in 2005. However, a significant increase in turnover would likely have a material negative impact on
our productivity.

We are exposed to inventory risks.

We are exposed to inventory risks as a result of balancing the need to maintain appropriate inventory
levels to ensure competitive lead times against the risk of inventory obsolescence because of rapidly
changing technology and customer requirements. We seek to minimize our inventory exposure through a
variety of inventory management procedures and policies, vendor price protection and product return
programs. If we ultimately determine that we have excess inventory, we may have to reduce our prices and
write-down inventory, which in turn could result in lower gross margins.

Infrastructure failures could have a material adverse affect on our business.

We are highly dependent on our infrastructure in order to process orders, track inventory, ship products in
a timely manner, prepare invoices to our customers and otherwise carry on our business in the ordinary
course. Key to the success of our strategy to drive greater productivity and cost savings is the
implementation of the final phase of our ERP system expected in 2005. If we experience problems with the
implementation of this system, the resulting disruption could adversely affect our sales and margins. The
transition to our new ERP system involves numerous risks including:

« difficulties in integrating the system with our current operations,
» diversion of management’s attention away from normal daily operations of our business,
¢ initial dependence on an unfamiliar system while training personnel in its use,

e increased demand on our support operations, and
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¢ potential delay in the processing of customer orders for shipment of products.

As a result of the above, our business, operating results and financial condition could be adversely affected.

We may not qualify as a small business for new contract awards.

GTSI maintains a “small business” status under its GSA Schedule contract, ITES contract and several
BPAs it held in 2004 based upon its size status at the time of the contracts’ original award date. As a small
business, GTSI enjoys a number of benefits, including being able to compete for small business orders,
qualifying as a small business subcontractor, bidding pursuant to small purchase procedures directed to
non-manufacturer small business, and offering government agencies an avenue to meet their internal small
business purchase goals.

A company’s size status under a contract is based on the North American Industry Classification System
(“NAICS”} Code referenced in the subject contract’s solicitation. Dependent on the NAICS Code
referenced in a solicitation, GTSI may or may not qualify as a small business for new contract awards.
Under a Federal Acquisition Regulation (FAR) Deviation issued on October 10, 2002 by GSA, GTSI will
be required to recertify its size status on its GSA Schedule Contract no later than 2007. At such time, GTSI
may not qualify as a small business for new orders under the GSA Schedule. In addition, new legislation or
regulations may require GTSI to recertify its size status on its GSA Schedule sooner than 2007. We cannot
predict whether we would continue to qualify as a small business at the time of recertification.

Our business depends on our vendor relationships and the availability of products.

We need to continue to obtain products at competitive prices from leading partners to provide a
centralized source of price-competitive products for our customers and to be awarded government
contracts. Sales of Panasonic, HP, Sun Microsystems and Cisco products comprise a substantial portion of
our sales and we believe our relationships with these key partners are good. The loss of; or change in
business relationship with, any of these or any other key vendors, or the diminished availability of their
products, could reduce the supply and increase the costs of products we sell and negatively impact our
financial results. Delays in vendor shipments of new or existing products or in the processing of incentives
and credits due to GTSI would unfavorably influence our operating performance. In addition, we could be
adversely affected if one or more key partners decided to:

sell directly to the government,

sell their products to our competitors on more favorable terms than to GTSI,

allow additional resellers to represent their products, or

e restrict or terminate our rights to sell their products.

Adverse changes in federal government fiscal spending could have a negative effect on our business.

Changes in federal government spending policies or budget priorities could directly affect our financial
performance. Among the factors that could materially harm our business are:

e significant decline in spending by the federal government in general or by specific departments or
agencies in particular,

¢ changes in the structure, composition and/or buying patterns of the government,
» the adoption of new laws or regulations changing procurement practices, or

o delays in the payment of our invoices by government payment offices.
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~These or other factors could cause federal government agencies and departments to reduce their purchases
under contracts, to exercise their right to terminate contracts, or not to exercise options to renew contracts,
any of which would cause us to lose future revenue.

ITEM 2. PROPERTIES

GTSI's primary business is conducted from a headquarters and distribution center located in Northern
Virginia. We do not own any real property. Our headquarters are located in office space of approximately
165,000 square feet in Chantilly, Virginia under long-term leases with varying expiration dates through
2008. GTSI’s primary warehousing and distribution operations are located in a facility of approximately
140,000 square-feet in Chantilly, Virginia under a lease expiring in December 2006. GTSI also has offices
in several other U.S. locations, as well as overseas in Germany. We are fully utilizing all of our facilities
and believe they are in good condition and suitable for the conduct of our business. For additional
information regarding our obligations under leases, see Note 14 of the consolidated financial statements in
Part I1, Item 8 of this Form 10-K.

ITEM 3. LEGAL PROCEEDINGS

In November 2003, GTSI Corp. (“GTSI” or the “Company”) was served with a $25 million lawsuit, with
treble damages, related to an alleged breach of contract due to the termination of Ichiban, Inc., a former
subcontractor. This suit was filed in Virginia Circuit Court in Fairfax County, Virginia and follows the
Company’s earlier lawsuit against the former subcontractor. In November 2004, plaintiff modified the
claim eliminating treble damages. Management believes the remaining claims are without merit and
intends to defend vigorously this lawsuit, but the ultimate outcome of this matter is uncertain.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2004.
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PART I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

GTSI’'s common stock is traded on the NASDAQ National Market under the symbol GTSI. As of March 1,
2005, there were 378 stockhalders of record of the Company’s common stock. The following stock prices
are the high and low sales prices of GTSI's common stock during the calendar quarters indicated.

Quarter 2004 2003

Farst. . e $14.52 $11.39 $1550 $ 5.25
Second ... e e $12.63 $10.10 § 964 $ 6.65
Third...............ociievii... e $1154 $ 786 $12.60 $ 8.33
Fourth. ...t i e i e $11.12 $ 844 $13.93 $10.00

The Company has never paid any cash dividends and does not anticipate paying cash dividends on its
common stock in the foreseeable future.

GTSI’s transfer agent is Wachovia Bank, N.A., Shareholder Services Group, 1525 West W.T. Harris Blvd.,
3C3, Charlotte, NC 28262-1153; telephone 1-800-829-8432.

The Annual Meeting of Stockholders is scheduled to be held at 9:00 a.m. on Thursday, April 21, 2005, at
the Company’s headquarters located at 3901 Stonecroft Boulevard in Chantilly, Virginia.

The following table summarizes information regarding GTSI's equity compensation plans as of
December 31, 2004.

Number of Shares

Number of Shares Remaining Available for
to be Issued upon Future Issuance Under
Exercise of Weighted Average Equity Compensation
Outstanding Exercise Price of Plans (excluding shares
Options Outstanding Options reflected in column (a))
Plan Category (a) (b) ©
Equity compensation plans approved by
stockholders......................oett. 2,076,050 £8.2734 767,500
Equity compensation plans not approved by
stockholders*....................coeeL., 972,000 $5.9313 N/A
Total ... 3,048,050 $7.5265 767,500

*  Represents an aggregate of 372,000 shares issuable under options granted from time to time to
persons (other than Mr. M.D. Young) not previously employed by the Company, as an inducement
essential to such persons entering into employment agreements with the Company and 600,000 shares
issuable under options granted to M. Dendy Young, GTSI’s Chairman and Chief Executive Officer, in
1995 in connection with a December 15, 1995 Employment Agreement between Mr. Young and the
Company.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data as of and for the years ended December 31, 2004, 2003,
2002, 2001 and 2000 have been derived from the consolidated audited financial statements. This selected
financial data should be read in conjunction with Management’s Discussion and Analysis of Financial
Condition and Results of Operations and our financial statements and related notes included in this

Annual Report on Form 10-K.

Statement of Operations Data:

Grossmargin. ...t i e
Operating expenses:
Selling, general and administrative. . ............
Depreciation and amortization.................
Impairment charge....... e e
Total operating expenses...........ovvvivinnnnn
Income from operations ...............oivvuuae,
Interest and other income,net ...................
Income beforetaxes..................viint,
Income tax provision (benefit) ...................
Net income before cumulative effect of SAB No. 101
adoption. ... .o e
Cumulative effect of SAB 101 adoption............
Netincome ......ovvinn i iniie e,
Earnings per common share
Basic:
Basic earnings per share before cumulative effect
of SAB No. 101 adoption. . ................
Cumulative effect per share of SAB No. 101
adoption. .. ......oiii e
Basic earnings pershare ....................
Diluted:
Diluted earnings per share before cumulative
effect of SAB No. 101 adoption ............
Cumulative effect per share of SAB No. 101"
adoption. ...........oiii i
Diluted earnings pershare ..................

Weighted average common shares outstanding
BasiC. .o

Diluted. ......c i e

Balance Sheet Data:

Workingcapital ............ ... ..
Totalassets . ...,
Notes payable tobanks .........................
Long-term liabilities. ... ........................
Total liabilities ............... v,
Stockholders’ equity.........covvii i

For the years ended December 31,

2004 2003 2002 2001 2000
(in thousands, except per share data)

$1,076,148  $954,118 $934,730 $783,496 $677,754

954,143 857,334 857,105 718,370 617,621

122,005 96,784 77,625 65,126 60,133
107,833 85,473 62,956 57,002 49,382

3,022 2,874 3,543 4,407 3,934

— 5,972 —_ — —_

110,855 94,319 66,499 61,409 53,316
11,150 2,465 11,126 3,717 6,817
5,569 2,832 4,520 3,707 2,259
16,719 5,297 15,646 7,424 9,076
6,455 2,118 6,113 2,938 (2,008)

10,264 3,179 9,533 4,486 11,084

— — — — 467

$ 10264 $ 3179 $ 9533 § 448 § 10,617

$ 118 $ 038 § 115 § 055 § 1.23
_ — — — (0.05)

$ 118 $§ 038 $ 115 § 055 § 118

$ 109 $§ 035 $§ 104 § 050 § 120
— — — - (0.09)

$ 1.09 3 035 § 104 §$ 050 $ 1.15

8,664 8,349 8,302 8,144 9,021

9,388 9,116 9,156 9,049 9,225

December 31,
2004 2003 2002 2001 2000
(in thousands)

$ 79,027 $ 64,348 $ 62,836 § 34,968 § 43,659

$ 296,386 $268,761 $224,918 $252,452 $227,065

$ 1,179 ¢ 12,813 $§ 7,539 § 20,186 § 11,925

$ 3473 % 1,522 $ 1,640 § 2,403 § 2,145

$ 204,249 190,816 $149,427 $189,387 $168,586
$§ 092,137 § 77,945 § 75491 § 63,065 $ 58,480
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis is provided to increase the understanding of, and should be read in
conjunction with,. our audited consolidated financial statements and notes included in Part II, Item 8 of this
Annual Report on Form 10-K. Historical results and percentage relationships among any amounts in the
consolidated financial statements are not necessarily indicative of trends in operating resuits for any future
period. We use the terms “GTSI,” “we,” “our,” and “us” to refer to GTSI Corp. and its subsidiaries.

Overview

GTSI is a recognized IT solutions leader, providing products and services primarily to federal government
customers worldwide. One of our key differentiators is the extensive number of contract vehicles we have
in our portfolio. For over two decades GTSI has served the public sector by partnering with global IT
leaders such as Panasonic, HP, Cisco, Sun Microsystems and Microsoft. We seek to deliver maximum value
through our broad range of products, customer service and ISO 9001:2000 certified distribution center.
Through our Technology Practices, we deliver “best of breed” products and solutions to help our
customers realize strong value for their IT investments.

We experienced some significant successes in 2004, including our annual revenue exceeding the $1 billion
mark. We faced a number of challenges and we made significant progress in building an organization that
can consistently deliver strong financial results. Our sales grew 12.8% during 2004, outpacing the
underlying growth in government IT spending. We expect that GTSI will continue to outpace market
growth in 2005.

As discussed in more detail throughout our MD&A:

o Our sales increased $122.0 million from 2003 to 2004, exceeding $1 billion for the first time in GTSI
history.

¢ The buying and funding patterns of the government continue to have a significant positive effect on
our sales and net income in the third and fourth quarters.

» Our gross margin increased as a percentage of sales,
s QOur balance sheet remains solid, with no long-term debt.

e Cash provided by operating activities more than tripled to $16.8 million for the year ended
December 31, 2004.

We have initiated a strategic three-year growth plan designed to capitalize on the government’s heightened
demand for IT services and we plan to double our revenue to $2 billion, improve our productivity and
increase our gross margins. To double our sales we will continue to leverage the strong growth of
personnel in our sales and marketing organization. In addition, we are selectively, but aggressively, hiring
talented employees and expect our headcount to reach approximately 950 employees by the end of 2005.
We expect to expand our sales from lease arrangements for IT products and solutions in 2005. We have
essentially completed the build-out of our ERP system. After full testing and retesting, extensive training
and documentation of new work processes for SOX compliance, we plan to implement the final phase of
our ERP capabilities throughout GTSI in the second quarter of 2005.

In addition to the implementation of the final phase of our ERP system, several other initiatives are
underway to position GTSI to reach our strategic plan goal of increased productivity including proactive
supply-chain management; customer, deal, and vendor profitability assessments; and order management
improvements. Management is also evaluating various CRM solutions, including the future use of our
existing CRM platform. If we select a new CRM Solution, we may incur an impairment charge for the
write-off of our existing CRM software.
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We believe we can make significant improvements to net income. First, additional sales are expected to
improve net income. Second, improved margin percentages are expected to increase bottom line growth,
And third, we believe our productivity improvements will lower SG&A expense as a percentage of sales
and improve net income margin.

Critical Accounting Estimates

The discussion and analysis of our financial condition and results of operations is based on our
consolidated financial statements. The preparation of these financial statements requires management to
make estimates and judgments that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenue and expenses during the reporting period. Critical accounting estimates are defined as
those that are reflective of significant judgments and uncertainties, and potentially result in materially
different results under different assumptions and conditions. We have included below our policies that are
both important to our financial condition and operating results, and require management’s most subjective
and complex judgments in determining the underlying estimates and assumptions. Actual results may differ
from these estimates under different assumptions or conditions. Accounting estimates that management
believes are most critical to our financial condition and operating results pertain to merchandise
inventories, long-lived assets, warranties, contingencies and revenue recognition. We have discussed the
application of these critical accounting estimates with the Audit Committee of our Board of Directors.

Merchandise Inventories

Our inventory is stated at the lower of average cost or market value. We record a provision for excess and
obsolete inventory based on assumptions about future demand and market conditions. Our estimates of
future product demand may prove to be inaccurate, in which case we may have understated or overstated
the provision required for excess or obsolete inventory. In the future, if there were a higher incidence of
inventory obsolescence because of rapidly changing technology and customer requirements, we would be
required to increase our inventory allowance and our gross margin could be adversely affected.

During 2004 as a result of our physical inventory counts and other internal controls, we discovered two
instances of inventory losses. Losses of $0.7 million and $0.6 million were recorded, that were
subsequently offset by an insurance settlement of $0.6 million. A second insurance claim is still pending.
The outcome of the insurance claim, as well as the results of our ongoing investigations, could materially
alter the amount of management’s estimate.

Long-Lived Assets

Long-lived assets, consisting primarily of capitalized software, furniture and equipment, are required to be
tested for recoverability whenever events or changes in circumstances indicate that their carrying amount
may not be recoverable. If the carrying value exceeds the undiscounted cash flows expected to result from
the use and eventual disposition of the asset, an impairment charge is recognized. During 2003, we
determined that it was not in our best interest to continue with a highly customized ERP system due to the
high level of development risk and the higher total cost of ownership associated with maintaining a
customized solution. We changed our strategy to a standard ERP system (“GEMS”) to lower the risk and
reduce the overall project expenses. Due to this change in strategy we estimated $6.0 million of the
customized ERP solution would have no future value and recorded an impairment charge in 2003. If any
future events indicate the carrying amount of GEMS may exceed its fair value, we will test for
recoverability which would necessitate the use of significant assumptions regarding the fair value and
undiscounted net cash flows expected. During 2004, we capitalized $5.5 million related to the ERP project.

Warranties

We offer warranties on sales of certain products specific to the terms of the customer agreements. Our
standard warranties require us to repair or replace defective products reported to us during such warranty
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period at no cost to the customer. We record an estimate for warranty related costs at the time of sale
based on our actual historical return rates and repair costs at the time of sale. We cannot guarantee that
we will continue to experience the same warranty return rates or repair costs that we have in the past.
Factors that impact our accrued warranty liability include the number of installed units under warranty
contracts, the rate of unit failures, the cost of spare parts, and historical and anticipated cost per warranty
claim under the warranty contract. As these factors are affected by actual experience and future
expectations, we reevaluate the adequacy of our accrued warranty liability and adjust amounts as
necessary.

Contingencies

We are subject to the possibility of various loss contingencies arising in the ordinary course of business. We
accrue an estimated loss contingency when it is probable that a liability has been incurred and the amount
of loss can be reasonably estimated. We regularly evaluate current information available to us to determine
whether such accruals should be adjusted and whether new accruals are required. Review of certain aged
payables during 2004 resulted in reversals of $10.1 million and $2.5 million during the second half of 2004.
A new accrual for potential payroll tax liability was estimated at $0.8 million in 2004 for employees working
in our office in Germany.

Revenue Recognition

The majority of our sales relates to physical products and is generally recognized when title to the products
sold passes to the customer. Based on our standard shipping terms, title generally passes upon the
customer’s receipt of the products. This requires us to analyze sales near the end of reporting periods to
estimate the amount of products in transit to the customer that cannot be recognized as revenue. At the
time of sale, we record an estimate for product returns based on historical experience. If actual product
returns are greater than estimated by management, additional expense may be incurred.

Certain of our service and solution agreements contain multiple elements that sometimes require
significant contract interpretation to determine the appropriate accounting, including whether the
deliverables should be treated as separate units of accounting for revenue recognition purposes, and if so,
how the price should be allocated among the deliverable elements and when to recognize revenue for each
element.

Historical Results of Operations

The following table illustrates the percentage of sales represented by items in our consolidated statements
of operations for the years ended December 31:

2004 2003 2002

SAlES L 100.0% 100.0% 100.0%
Costof sales™. .. ... i e e 887 899 917
GroSSMAargin . .. ...t ittt e 11.3 10.1 8.3
Operating expenses:

Selling, general and administrative . ..............c.ccveinvnnnn 10.0 8.9 6.7

Depreciation and amortization ............. ... 03 0.3 04

Impairmentcharge.......cooovuiiiiiii e — 0.6 —
Total operating eXpenses. ... ....vvurt et eiiiiriiennieinnenns 10.3 9.8 7.1
Income from operations ...........o.vvriireeiirenetiinineiann, 1.0 03 1.2
Interest and otherincome, net.........covrirervriiinrneneen. 0.6 0.3 0.5
Income beforetaxes.........cooiviiii i 1.6 0.6 1.7
Income tax ProvisSion .. .......ver e i, 0.6 0.3 0.7
NEUINCOIMIE. v e vttt st i et e it n e ons 1.0% 03% 1.0%

*  As aresult of adopting Emerging Issues Task Force Issue No. 02-16, “Accounting for Consideration
Received from a Vendor by a Customer (Including a Reseller of the Vendor’s Product)”, we changed
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our reporting of certain vendor considerations. Beginning January 1, 2003, GTSI recorded vendor
consideration as a reduction to Cost of Sales instead of as a reduction to Selling, General &
Administrative expenses.

The following table sets forth the annual percentage changes in the dollar amounts of selected items within
our consolidated statements of operations.

Percentage Ch
2003 to 2004 2002 to 2003
N1 12.8% 21%
CoSt Of SAlES . . .ottt e 11.3% 0.0%
GrosSMargil. .. .ottt s 26.1% 24.7%
Operating expenses: :
Selling, general and administrative ............................ 26.2% 35.8%
Depreciation and amortization ..o 51% (18.9)%
Impairmentcharge. ...t (100.0)% 100.0%
Total Operating EXpPemSeS. . ..o v v vure et e rieroneeinrranannnnns 17.5% 41.8%
Income from operations ... 352.3% (77.8)%
Interest and otherincome, net............. ... ... .o i, 96.6% (37.3)%
Incomebeforetaxes............ooiiii i 215.6% (66.1)%
INcome tax Provision . .......vvueevrriirr it aneeas 204.8% (65.4)%
NEtinCome. . . .ovt i e e e 222.9% (66.7)%

The following tables indicate, for the years ended December 31 (dollars in millions), the approximate sales
by contract vehicle, vendor, and product category along with related percentages of total sales.

Contract Vehicles 2004 2003 2002
GSA Schedules ................... $ 2993  27.8% $268.0  28.1% $276.0 29.5%
IDIQ Contracts. .................. 4280 398 4304 451 388.7 416
OpenMarket..................... 2380 221 159.7 16.7 107.0 115
Subcontracts and Other Contracts. . . 110.8 10.3 96.0 10.1 163.0 174
Total ... $1,076.1 100.0% $954.1 100.0% $934.7 100.0%
Top Five Vendors 2004 2003 2002
Panasonic...........cocovvivnnnt, $ 1880 175% $1622  17.0% $1235 13.2%
HP . .. 153.4 14.3 139.3 14.6 167.7 17.9
CiSCO . o 135.7 12.6 112.9 11.8 114.9 12.3
Sun Microsystems................. 131.8 12.2 130.1 13.6 110.6 11.8
Microsoft ...t 53.7 5.0 66.5 7.0 95.6 102
Others.........ovoiiniciniennnnn. 4135 384 3431 360 3224 346
Total ...t $1,076.1 100.0% $954.1 100.0% $934.7 100.0%
Products 2004 2003 2002
Hardware ....................... $ 8341 77.5% $692.5  726% $673.7  T2.1%
Software ............. ..ol 155.7 14.5 154.5 16.2 196.4 21.0
Resold third-party service products. 66.6 6.2 912 9.5 508 54
SeIrvICeS. .. .vvvtii i 19.7 1.8 15.9 1.7 13.8 1.5
Total ... $1,076.1  100.0% $954.1 100.0% $934.7 100.0%
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2004 Compared with 2003

Sales

Sales consist of revenue from products delivered and services sold or rendered, net of allowances for
customer returns and credits. Sales increased $122.0 million, or 12.8%, from $954.1 million in 2003 to $1.08
billion in 2004. The majority of this increase, by contract vehicle, is due to the $78.3 million increase in
Open Market procurements resulting from the efforts of our expanded sales force. Sales in GSA Schedule
and Subcontracts and Other Contracts categories increased 11.7% and 15.4%, respectively, from 2003 to
2004. IDIQ contract sales were relatively flat year over year.

An analysis of sales by product reveals our overall sales increase was due to the $141.6 million rise in
hardware to $834.1 million in 2004 generated by increased sales of networking products, storage products
and large server sales. This increase was partially offset by a $24.6 million decline in sales of resold
third-party service products. Sales of services increased 23.9% from 2003 to 2004 to $19.7 million. We
intend to grow our service revenue at a similar rate in 2005.

Although we offer our customers access to products from hundreds of vendors, 61.6% of our sales in 2004
were products from our top five vendor partners. As detailed in the preceding table, Panasonic remains
our top vendor with product sales increasing $25.8 million from 2003 to 2004. Sales of Cisco and HP
products also increased $22.8 million and $14.1 million, respectively, from the previous year. The increase
in sales was also related to the $16.0 million decrease in backlog as of December 31, 2004 compared to
2003.

GTSI will be required to recertify our “small business” size status on our GSA Schedule Contract no later
than 2007. At such time, we may not qualify as a small business. To mitigate any potential adverse affect on
our sales from the loss of our small business status, GTSI has developed strategic relationships with small
businesses that benefit from the small business benefits described in the Business section in Part I of this
Form 10-K. GTSI acts as both a supplier and prime contractor to these small businesses. In addition, we
further mitigate this risk by participating in the Mentor-Protégé Program offered under the SBAs
8(a) program, which is a business development initiative that helps socially and economically
disadvantaged Americans gain access ta economic opportunity. Through this program, we provide various
forms of mentoring, expertise in key business areas and assistance to our protégé, Eyak Technology, LLC.

Gross Margin

Gross Margin increased $25.2 million, or 26.1%, from $96.8 million in 2003 to $122.0 million in 2004,
Gross margin as a percentage of sales increased from 10.1% for 2003 to 11.3% in 2004. This increase was
predominantly due to the reduction in Cost of Sales resulting from the $10.1 million non-cash
extinguishment of aged vendor liabilities. Without the impact of this extinguishment, gross margin would
have been 10.4% as a percentage of sales. Management is committed to continuing margin expansion. We
have put in place new processes which we expect to continue to result in margin expansion including our
centralized pricing initiatives.

Selling, General & Administrative Expenses

Selling, General & Administrative (“SG&A”) expenses for 2004 increased $22.5 million, or 25.5% from
2003. This increase was primarily related to approximately $6.9 million in compensation and benefits
expense associated with our long-term investments in new employees to increase headcount company-wide
and $6.1 million of additional commissions and commission accelerators paid on our increased sales.
Management feels that by making these investments in personnel, we are now better positioned to take
advantage of:

+ new opportunities in the State and Lacal marketplace utilizing the US Communities Contract;

e additional federal government opportunities;
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» sales to Prime Contractors through our Integrator Solutions Group; and
e increased lease sales to the government. -

In addition, we incurred expenses of $2.0 million in consulting fees for our Sarbanes-Oxley (“SOX”)
compliance and approximately $1.7 million for continued implementation of our ERP system. Legal and
accounting fees increased $1.6 million due to litigation costs and the internal control audit, performed by
our independent registered public accounting firm as required by SOX. Total Selling, General &
Administrative expense increased 1.1% as a percentage of sales from 2003 to 2004. Management has
developed a new sales commission plan for 2005 to align commissions with the goals of our strategic
growth plan.

Interest and Other Income, Net

Interest and Other Income, Net increased $2.7 million, or 96.6%, from 2003 to 2004. This increase is
mainly due to approximately $3.2 million increase in interest income from the sales of our leases
receivable. This increased income was partially offset by the continuing decline in prompt payment
discounts received from vendors. Due to the economy, fewer vendors are offering this incentive. Interest
and other expense remained flat year over year.

Income Taxes

We recorded a tax provision of $6.5 million for 2004, of which $3.9 million is due to the reversal of aged
accrued liabilities, based on our expected annual effective tax rate of approximately 38.6%. For 2003 we
recorded a tax provision of $2.1 million at an effective rate of 40.0%. The decrease in our effective tax rate
from 2003 to 2004 is due to reduced state income taxes and a reduction in permanent non-deductible items
as a percentage of earnings before taxes. The main difference between our effective tax rate in 2004 and
the statutory rate are state income taxes.

2003 Compared with 2002
Sales

Net sales in 2003 increased $19.4 million to $954.1 million, or 2.1% over 2002. Sales under IDIQ and Open
Market contracts increased $41.7 million and $52.7 million, respectively. IDIQ sales increased due
primarily to increased sales on one of our mature contracts combined with full year sales on a contract that
began at the end of 2002. Sales in the Subcontracts and Other Contracts category decreased 41.1% to $96.0
million due primarily to decreased volume on subcontracts with prime contractors, specifically on the FBI's
Trilogy contract. Our sales of Panasonic products increased $38.7 million, or 31.3%, from 2002 to 2003
replacing HP as our top vendor. Sun Microsystem’s product sales also marked a significant increase of
$19.5 million year over year. Sales of Microsoft declined $29.1 million, or 30.4% from 2002. This decline
also contributed to our overall decrease in software sales. When reviewed by product type, this decrease
was offset predominantly by the $40.4 million increase in sales from resold third-party service products
related to the increased volume of productized service and maintenance contracts. Hardware sales also
increased a moderate $18.8 million from 2002 to 2003.

Gross Margin

Gross Margin increased $19.2 million, or 24.7%, to $96.8 million from $77.6 million in 2002. Gross margin
as a percentage of sales also increased to 10.1% for 2003 from 8.3% for 2002. This increase is due primarily
to the January 1, 2003 adoption of Emerging Issues Task Force (“EITF”) Issue No. 02-16, “Accounting for
Consideration Received from a Vendor by a Customer (Including a Reseller of the Vendor’s Product)”,
which resulted in recording certain vendor funds as a reduction in Cost of Sales instead of Selling,
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General & Administrative expenses. For comparative purposes, if we applied EITF No. 02-16 to the year
ended December 31, 2002, our gross margin would have increased from $90.0 million to $96.8 million. The
gross margin percentage would have increased from 9.6% for 2002 to 10.1% for 2003, The primary reason
for the increase in margins on this comparative basis is due to an increase in the volume of the vendor
incentive funds received in 2003 compared to 2002.

During the second quarter of 2003, our sales organization was successful in securing an order for software
inventory that had been reserved for during 2002. As a result, we reversed a $1.4 million reserve. This
benefit partially contributed to the increase in the gross margin percentage for the year.

Selling, General & Administrative Expenses

SG&A expenses for the year ended December 31, 2003 increased $21.8 million to $88.3 million from $66.5
million for 2002. A large portion of this increase was a result of the adoption of EITF No. 02-16. For
comparative purposes, Selling, General & Administrative expenses for the year ended December 31, 2002
would have been $78.8 million if EITF No. 02-16 was applied to 2002. In addition to the impact of this new
accounting pronouncement, Selling, General & Administrative expenses increased due to higher personnel!
costs due to increased headcount primarily in the Sales and Technology Team organizations. When an
organization adds resources to its sales teams, there is a ramp-up period before these new sales personnel
are fully optimized.

During 2002, we determined that it was remote that certain accrued obligations would need to be paid.
Accordingly, the associated obligation of $1.4 million was reversed. SG&A expenses as a percentage of
sales increased to 8.9% for 2003 from 6.7% in 2002. Applying the impact from EITF No. 02-16 to the year
ended December 31, 2002 for comparison purposes, SG&A expenses would have been 8.1% in 2002.

Impairment charge

In the fourth quarter of 2003 we recorded an impairment charge of $6.0 million related to the impairment
of capitalized software because we determined that it was not in our best interest to continue to pursue a
highly customized ERP solution due to the high level of development risk and the higher total cost of
ownership associated with maintaining a customized solution. We changed our strategy and decided to
implement a standard ERP system that is expected to lower the risk, compress the delivery time, provide
significant value sooner, and reduce overall project expenses. Due to this change in strategy, $6.0 million of
the capitalized assets related to the customized solution was determined to have no future economic value.
The enterprise software and hardware for a standard ERP system purchased to date will be fully utilized in
the roll-out of the new ERP.

Interest and Other Income, Net

Interest and Other Income, Net is the amount of interest income, prompt payment discounts, and other
income reduced by interest and other expenses. Interest and other income, net, decreased $1.7 million,
from $4.5 million to $2.8 million, or 37.8%, in 2003 compared to 2002. Interest and other income
decreased by $2.1 million and interest and other expense decreased $0.4 million over 2002. The decline in
interest income is primarily due to a $1.3 million decrease in prompt payment discounts partially combined
with a $0.4 million decrease in interest income from leases receivable. Other income decreased $0.3
million due primarily to a $0.5 million gain on the sale of equipment leases in the first quarter of 2002 that
did not occur in 2003. Interest and other expense decreased $0.4 million from 2002 to 2003 due primarily
to improved cash management practices allowing us to rely less on the Credit Facility throughout the year.
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Income Taxes

Our effective tax rate in 2002 was 39.1% resulting in a tax provision of $6.1 million. The difference
between the effective rate and the statutory rate is primarily state taxes and permanent non-deductible
items.

Seasonal Fluctuations

We have historically experienced and expect to continue to experience significant seasonal fluctuations in
our operations as a result of government buying and funding patterns. The unpredictability of the factors
affecting such seasonality makes our annual and quarterly financial results difficult to predict and subject
to significant fluctuation. While sales to the U.S. Government are usually weaker in the first and second
quarter and stronger in the third and fourth quarter, our Selling, General & Administrative expenses are
more level throughout the year. As such, first and second quarter earnings are typically well below those of
the third and fourth quarters. Our stock price could be adversely affected if any such financial results fa1l to
meet the financial community’s expectations.

The following tables show-our results of operations, sales by contract, and sales by vendor on a quarterly
basis. This information has been included to provide additional insight into the seasonal nature of our
business.

2004

Ql Q2 Q3 Q4 Total
(in millions except per share data)
Sales. .o e $178.6 $239.0 $3306 $3279 3$1,076.1
Costofsales......ooovriiiuviniiiniincinnionenns 160.5 217.5 2839 2922 954.1
Grossmargin.......ooovieiniiiin i 18.1 21.5 46.7 35.7 122.0
Selling, general & administrative expenses............ 21.7 24.6 30.4 34.2 110.9
(Loss) income from operations. ..................... (3.6) (3.1) 163 15 11.1
Interest and otherincome,net ...................... 1.3 0.5 1.0 2.8 5.6
(Loss) income before taxes ...........covvvnenein.., (2.3) (2.6) 17.3 4.3 16.7
Income tax (benefit) provision ...................... (0.9 _ (1.0 6.8 1.5 6.4
Net (10s8) inCOME . ...covvvrivienrnrniniienaannn. $ (14) $ (16) $105 § 28 § 103
Basic (loss) earnings pershare .............coovvun... $(0.16) $(0.18) $ 121 $ 031 § 118
Diluted (loss) earnings pershare .................... $(0.16) $(0.18) $ 1.13 $ 029 § 109
2004 Quarter Ended
March 31 June 30, September 30, December 31,
(dollars in millions)

Contract Vehicles '
GSA Schedules ................... $ 422 23.6%$ 548 229%$105.7 32.0%$ 96.6 29.5%
IDIQ Contracts . .......co.ovvuenen. 729 408 93.1 390 1276 38.6 1344 410
OpenMarket...............co0ns 360 202 598 25.0 729 220 693 211
Subcontracts and Other Contracts. . . 275 154 313 131 244 74 276 84
Total ... $178.6 100.09$239.0 100.0%$330.6 100.0%$327.9 100.0%
Top Five Vendors
Panasonic..............coeiennt. $ 344 193%$ 362 151%$% 656 19.8%$ 518 158%
HP .. ... 182 102 315 132 477 144 = 560 171
CiSCoO . vviiiiiii i 231 129 208 87 501 151 417 127
Sun.. ... 204 114 374 156 403 122 337 103
Microsoft ......coovvieiiiiaa 77 43 8.3 35 288 87 89 27
Others........ocovviviiiiiiinnn, 748 419 1048 43.9 98.1 298 1358 414

Total .....oovviiiiiiii e $178.6 100.0%$239.0 100.0%$330.6 100.0%$327.9 100.0%
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2003
Q1 Q2 Q3 Q4 Total
(in millions except per share data)

Sales. ..o e $1789 $189.7 $273.1 $3124 $954.1
Costofsales........ocoiiiiiniiiiieiiininnenns 162.8 167.0 2456 2819 8573
(€5 L5 1F:1 44 T+ S 16.1 227 275 30.5 96.8
Selling, general & administrative expenses............. 19.7 21.6 22,6 244 88.3
Impairmentcharge ...................oooinn — — — 6.0 6.0
Total operating eXpenses. .. ... .voveeenrueeroanen.ns 19.7 21.6 22.6 304 94.3
(Loss) income from operations. . .................. o0 (3.6) 1.1 49 01 25
Interest and otherincome,net....................... (0.7) (0.8) (0.8) (0.5) (2.8)
(Loss) income beforetaxes ..................ooiee. 2.9 1.9 5.7 0.6 53
Income tax (benefit) provision ................ .. ... (L1 0.8 2.2 0.2 2.1
Net (10SS) inCOme ...\ vvvivnivieinenniienennnn., $ (18 $ 11 $ 35 3 04 § 32
Basic earnings pershare..............oovvvieianan... $(021) $014 $042 $004 $ 038
Diluted earnings pershare ............c..ooveeernnn.. $@21) $013 $039 $004 § 035
2003 Quarter Ended
March 31, June30, September 30, December 31,

(dollars in millions)
Contract Vehicles

GSA Schedules ................... $ 51.9 29.0%$% 53.9 28.4%$% 776 28.4%$ 846 27.1%
IDIQContracts . .................. 789 441 833 439 1198 439 1484 475
OpenMarket..................... 270 151 285 15.0 505 185 537 172
Subcontracts and Other Contracts. . . 21.1 118 240 127 252 9.2 25.7 8.2
Total ... $178.9 100.09%$189.7 100.0%%$273.1 100.0%$3124 100.0%
Top Five Vendors

Panasonic............oovinnnnn, $ 348 195%$ 33.6 17.7%$ 484 17.7%$ 454 14.5%
HP ... i 303 169 286 151 389 142 41.5 133
Sun. ... 19.7 11.0 348 183 389 142 36.7 11.7
CiSCO oot e 205 115 18.1 9.5 322 118 421 135
Microsoft .. .........cooi i, 14.9 8.3 17.1 9.0 19.3 7.1 15.2 49
Others........ccovviiiini... 587 32.8 575 304 954 350 1315 421
Total ... $1789 100.0%$189.7 100.09%$273.1 100.09%$312.4 100.0%

Liquidity and Capital Resources
Cash flows for the year ended December 31,

2004 2003 Change

(in millions)
Cash provided by operating activities ...........coveveiiiniereneeren.. $16.8 $46  $122
Cash used in investing activities . . ........... ..ot $(7.5) $(79) $(0.4)
Cash (used in) provided by financing activities .................oovviits $(9.1) $34 $125

Cash provided by operating activities for the year ended December 31, 2004 was $16.8 million, an increase
of $12.2 million from cash provided for the year ended December 31, 2003. This increase was primarily due
to improved collections of trade accounts receivable. Total accounts receivable provided $10.7 million
more to operations in 2004 compared to 2003. In the latter half of 2004, we implemented new processes
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related to cash management that we feel had, and will continue to have, a positive impact on cash from
operations.

Cash used in investing activities was relatively constant from 2003 to 2004 and consisted principally of
investments in our ERP system.

Cash used in financing activities of $9.1 million during 2004 was due primarily to the net payments on our
line-of-credit of $11.6 million. This amount was partially offset by $2.6 million in proceeds from stock
options and employee stock purchase plan activity. During 2003, we received cash proceeds of $5.3 million
from net borrowings and used $4.0 million in the first half of 2003 to purchase GTSI’s common stock from
third party sharcholders. During the year ended December 31, 2004, we did not purchase any GTSI
common stock.

Bank Credit Facility

We have a $125 million credit facility with a group of banks (the “Credit Facility”). The Credit Facility
includes a revolving line of credit (the “Revolver”) and a provision for inventory financing of vendor
products (the “Wholesale Financing Facility”). The Credit Facility, unless terminated earlier, will continue
after the maturity date of February 28, 2006 from year to year, unless any party gives the other party
written notice of termination not less than 90 days prior to the start of a new renewal period. We are
currently negotiating with our lead lender to increase the size of the Credit Facility and add other partners.
We expect to conclude these negotiations during the first half of 2005. Borrowing under the Revolver is
limited to 85% of eligible accounts receivable. The Revolver is secured by substantially all of our assets.
Borrowing under the Wholesale Financing Facility is limited to 100% of the value of our inventory. The
Wholesale Financing Facility is secured by the underlying inventory. The Credit Facility carries an interest
rate indexed to London Interbank Offered Rate (“LIBOR”) plus 1.75 percentage points. The Credit
Facility also contains certain covenants as well as provisions specifying compliance with certain quarterly
and annual financial ratios. In 2004, GTSI and its lenders signed three amendments to the Revolver to add
a new lender and add GTSI's wholly owned subsidiaries, Technology Logistics, Inc. and GTSI Financial
Services, as borrowers.

At December 31, 2004 and 2003, GTSI’s interest rate under the Credit Facility was 4.17% and 2.88%,
respectively. We were in compliance with all financial covenants set forth in the Credit Facility and had
available credit of $59.0 million at December 31, 2004 and $90.4 million at December 31, 2003.

Capital Resources and Requirements

Our ongoing capital requirements depend on a variety of factors, including the extent to which we are able
to fund the cash needs of our business from operations. During the first quarter of 2004, we were able to
pay completely our notes payable to banks. We anticipate that we will continue to rely primarily on
operating cash flow, vendor credit and our Wholesale Financing Facility to finance our operating cash
needs. We believe that such funds should be sufficient to satisfy our near term anticipated cash
requirements for operations. Nonetheless, we may seek additional sources of capital, including obtaining
permanent financing over a longer term at fixed rates, to finance our working capital requirements or
other strategic initiatives. GTSI believes that such capital sources will be available to us on acceptable
terms, if needed. During 2004 and 2003 we made capital expenditures.of $5.5 million and $6.0 million,
respectively, for capitalized consulting costs associated with the implementation of our ERP system and
the purchase of software for internal use, respectively.
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Contractual Obligations (in millions)

Less Than 13 3-5

Total 1 Year Years  Years
Operating Lease Obligations ...............cooioiiiiii i, $8.0 $2.9 $38 $13
Notes Payable toBanks............coiviiiiii o, ' 12 1.2 — —
Total Contractual ObHgations . .........cvviiriar e, $9.2 $4.1 $38 $1.3

At December 31, 2004 GTSI was obligated under an operating lease to provide our landlord with a letter
of credit in the amount of $0.8 million as a security deposit for all tenant improvements associated with the
lease. In February, 2005 an amendment to the lease was executed which reduced the letter of credit to $0.2
million. GTSI was also obligated to provide a letter of credit in the amount of $1.75 million to guarantee
the performance by GTSI of all obligations under a customer contract. This letter of credit will expire on
August 31, 2005.

New Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 123 (Revised 2004) “Share-Based Payment” (“FAS 123R”), which is
a revision of FASB Statement No. 123, “Accounting for Stock-Based Compensation.” FAS 123R
supersedes Accounting Principal Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”) and its related implementation guidance. Generally, the approach to accounting
in FAS 123R requires all share-based payments to employees, including grants of employee stock options,
to be recognized in the financial statements based on the grant-date fair value of the award. As permitted
by FAS No. 123, GTSI currently accounts for share-based payments to employees using the intrinsic value
provisions of APB 25 and, as such, generally recognizes no compensation costs for employee stock options.
Accordingly, the adoption of FAS 123R’s fair value method will have a significant impact on our results of
operations, although it will have no impact on our overall financial position. The impact of FAS 123R
cannot be predicted at this time because it will depend on levels of share-based payments granted in the
future. However, had we adopted FAS 123R in prior periods, the impact of that standard would have
approximated the impact of FAS No. 123 as described in the disclosure of pro forma net income and
earnings per share in Note 1G to our consolidated financial statements in PartII, Ttem 8 of this
Form 10-K. FAS 123R also requires the benefits of tax deductions in excess of recognized compensation
cost to be reported as a financing cash flow, rather than as an operating cash flow as required under
current literature. This requirement will reduce net operating cash flows and increase net financing cash
flow in periods after adoption. FAS 123R is effective as of the beginning of the first interim or annual
reporting period that begins after June 15, 2005 and we will adopt the standard beginning July 1, 2005. The
Statement offers several alternatives for implementation. At this time, management plans to use the
modified prospective transition method. We are also evaluating the impact of FAS 123R on our employee
stock purchase plan and may decrease our current 15% upfront purchase discount to employees.

In November 2004, the FASB issued SFAS No. 151 “Inventory Costs, an amendment of APB No. 43,
Chapter 4,” (“FAS 151”) which clarifies the types of costs that should be expensed rather than capitalized
as inventory. The amendments made by FAS 151 also clarify the circumstances under which fixed overhead
costs associated with operating facilities used in inventory processing should be capitalized. FAS 151 is
effective for inventory costs incurred during fiscal years beginning after June 15, 2005. Earlier application
is permitted for inventory costs incurred during fiscal years beginning after November 24, 2004. We are
presently analyzing the potential impact of this statement but do not expect the adoption of FAS 151 will
have a significant impact on our financial position or results of operations.




Outlook

As of December 31, 2004, our sales surpassed $1 billion for the first time. We have initiated a strategic
three-year growth plan designed to capitalize on the government’s heightened demand for IT services and
we plan to double our revenue to $2 billion, improve our productivity and increase our gross margins. To
double our sales we will continue to leverage the strong growth of personnel in our sales and marketing
organization. In addition, we are selectively, but aggressively, hiring talented employees and expect our
headcount to reach approximately 950 employees by the end of 2005. We expect to expand our sales from
lease arrangements for IT products and solutions in 2005. We have essentially completed the build-out of
our ERP system. After full testing and retesting, extensive training and documentation of new work
processes for SOX compliance, we plan to implement the final phase of our ERP capabilities throughout
GTSI in the second quarter of 2005.

In addition to the implementation of the final phase of our ERP system, several other initiatives are
underway to position GTSI to reach our strategic plan goal of increased productivity including proactive
supply-chain management; customer, deal, and vendor profitability assessments; and order management
improvements. Management is also evaluating various CRM solutions, including the future use of our
existing CRM platform. If we select a new CRM Solution, we may incur an impairment charge for the
write-off of our existing CRM software.

We believe we can make significant improvements to net income. First, additional sales are expected to
improve net income. Second, improved margin percentages are expected to increase bottom line growth.
And third, we believe our productivity improvements will lower SG& A expense as a percentage of sales
and improve net income margin.

ITEM 7A, QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

GTSI had a $125 million credit facility indexed at LIBOR plus 1.75 percentage points as of December 31,
2004. This variable rate credit facility subjects GTSI to potential borrowing cost exposure resulting from
changes in interest rates. In recent years, we have not borrowed such significant amounts that any
movement in interest rates has had a material effect on our earnings or cash flows. Accordingly, at current
borrowing levels, we do not believe that any move in interest rates would have such an effect. If GTSI were
to significantly increase borrowings under its Credit Facility, then future interest rate changes could
potentially have such a material impact on earnings.
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ITEM 8. FINANCIAL STATEMENT AND SUPPLEMENTARY DATA
Report of Independent Registered Public Accounting Firm
To the Board of Directors and Stockholders of GTSI Corp.:

We have audited the accompanying consolidated balance sheets of GTSI Corp. and subsidiaries as of
December 31, 2004 and 2003 and the related consolidated statements of operations, changes in
stockholders’ equity and cash flows for each of the three years in the period ended December 31, 2004.
Our audit also included the financial statement schedule listed in the Index at Item 15(a). These financial
statements and the financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements and the financial statement schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of GTSI Corp. and subsidiaries as of December 31, 2004 and
2003, and the consolidated results of their operations and their cash flows for each of the three years in the
period ended December 31, 2004 in conformity with U.S. generally accepted accounting principles. Also, in
our opinion, the related financial statement schedule, when considered in relation to the basic financial
statements taken as a whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 1 to the financial statements, in 2003, the Company changed its method of accountmg
for certain consideration received from vendors.

We also have audited, in accordance with the standards of the Public Accounting Oversight Board (United
States), the effectiveness of GTSI Corp.’s internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control—Integrated Framework used by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated March 11, 2005 expressed an
unqualified opinion thereon.

/s/ Emst & Young LLP

McLean, Virginia
March 11, 2005
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GTSI CORP.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

ASSETS
Current assets:
Cash
Accounts receivable, net

...............

...............................

Leases receivable, net................ e e et

Merchandise inventories . ..............
Othercurrentassets........coovvvnnn..
Total current assets.............oen...
Property and equipment, net
Otherassets.........covvvviernnnnnns,
Total assets. .....covvvverrennnnnnnn,

...........

...............................

...............................

...............................

................................

...............................

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Notes payable to banks
Accounts payable
Accrued liabilities. ....................
Deferred revenue
Accrued warranty liabilities.............

Total current liabilities. ..............
Other liabilities .......................

Total liabilities. . ....................

Commitments and contingencies—See Note
Stockholders’ equity

................

.....................

.....................

...............................
...............................
...............................

14

Preferred stock—$0.25 par value, 680,850 shares authorized; none issued or

outstanding

........................

...............................

Common stock—$0.005 par value, 20,000,000 shares authorized,
9,806,084 issued and 8,987,643 outstanding at December 31, 2004; and

9,806,084 issued and 8,505,045 outstanding at December 31, 2003

Capital in excess of parvalue ...........
Retained earnings.....................

...............................

Treasury stock, 818,441 shares at December 31, 2004 and 1,301,039 shares at

December 31,2003, atcost ...........
Total stockholders’ equity . ...........
Total liabilities and stockholders’ equnty

...............................

...............................

...............................

December 31, December 31,
2004 2003

$ 397 § 177
202,742 172,370
7,864 9,618
59,184 55,987
9,616 15,490
279,803 253,642
15,183 10,670
1,400 4,449
$296,386  $268,761
$ 1,179 § 12,813
173,218 152,435
14,734 11,168
9,216 8,323
2,429 4,555
200,776 189,294
3,473 1,522
204249 190,816
49 49
46,817 45,911
50,395 40,131

(5,124)  (8,146)
92,137 77,945
$296,386  $268,761

The accompanying notes are an integral part of these financial statements.
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GTSI CORP.
CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share data)
For the Years Ended December 31,

2004 2003 2002

SALES i e $1,076,148 $954,118 $934,730
COSTOFSALES............c it e 954,143 857,334 857,105
GROSS MARGIN ... ittt e it ennne 122,005 . 96,784 77,625
SELLING, GENERAL & ADMINISTRATIVE EXPENSES . ...... 110,855 88,347 66,499
IMPAIRMENT CHARGE. ... .oiiiiiiiiii it enns — 5,972 —
TOTAL OPERATING EXPENSES. ... ..o e 110,855 94319 66,499
INCOME FROM OPERATIONS ... . iiiiieeeens 11,150 2,465 11,126
INTEREST AND OTHER INCOME )

Interestand otherincome . ..ottt iiiiine i iiiiieenns 5,880 3,119 5,198

Interest and otherexpense ..........c.oiiiii .., (311) (287) (678)

Interest and otherincome, Net.......coovvvreiviiinnennnnnns 5,569 2,832 4,520

INCOME BEFOREINCOMETAXES. ........oviiiiiineennn. 16,719 5,297 15,646
INCOME TAX PROVISION ... ...t . 6,455 2,118 6,113
NETINCOME ... i et e et ens $ 10,264 § 3,179 § 9,533
EARNINGS PER SHARE C .

Basic ... $ 118 § 038 § 115

031 Y $ 109 § 035 § 104
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING

BasiC oo e e e e 8,664 8,349 8,302

Diluted ... .. e e 9,388 9,116 9,156

The accompanying notes are an integral part of these financial statements.
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“GTSI CORP.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
For the Years Ended December 31, 2004, 2003 and 2002

(In thousands)
Common Stock Capital in Total
Shares Excess of  Retained Treasury Stockholders’
Outstanding Amount ParValue Earnings = Stock Equity
Balance, December 31,2001 .......... 8,163 $49  $43,434 $27419 $(7,837) $63,065
Stock options exercised .............. 406 — 201 — 2,298 2,499
Employee stock purchase plan........ 141 — 120 — 387 507
Common stock repurchase ........... (100) — — — (797) (797)
Tax benefit of stock options exercised. . — — 684 — — 684
Netincome.........covviiviinnn.. _— — — 9,533 —_ 9,533
Balance, December 31,2002 .......... 8,610 49 44,439 36,952 (5,949) 75,491
Stock options exercised .............. 355 — 155 —_ 882 1,037
Employee stock purchase plan ........ 147 — 203 — 891 1,094
Common stock repurchase .. ..... S 607) — — — (3,970) (3,970)
Tax benefit of stock options exercised. . — — 1,114 — — 1,114
Netincome. ....oovvvvvininnnnnn. — e - 3,179 —_ 3,179
Balance, December 31,2003 .......... 8,505 49 45911 40,131  (8,146) 77,945
Stock options exercised .............. 398 — (713) — 2,489 1,776
Employee stock purchase plan ........ 85 — 262 — 533 795
Stock based compensation. ........... — —_ 480 — — 480
Tax benefit of stock options exercised. . — — 877 — — 877
Netincome. ....ovvv vt iriiiiinaennnn — — — 10,264 —_ 10,264
Balance, December 31,2004 .......... 8,988 $49  $46,817 $50,395 $(5,124) $92,137

|
|

The accompanying notes are an integral part of these financial statements.
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GTSI CORP.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

For the Years Ended December 31,

2004

2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES:

NetIncome. .....oovvieiniineiiiniirennnss

....... weveenes.s $10,264

Adjustments to reconcile net income to net cash provided by

operating activities:
Depreciation and amortization...............
Impairmentcharge................. ... .. ...
Loss on disposal of property and equipment. . .
Stock based compensation. ..................
Deferredtaxes........coveiveiiriiniiann.
Tax benefit of stock options exercised.........
Reversal of vendor payables . ................
Changes in operating assets and liabilities:
Accountsreceivable ............. ..ol
Leasesreceivable ........................
Merchandise inventories . .................
Other assets . ...o.vvvririnniiiiiernneenn,
Accountspayable ...................... .
Accrued liabilities and warranty liabilities . . .
Other liabilities ... .............cooviine.,
Net cash provided by operating activities ........

.................. 3,022

..................

..................

.................. 480
e, 4,381
.................. 877
.................. (10,120)

.................. (30,372)
.................. 1,754
.................. (3,197)
...... 6,937
.................. 30,903
.................. 2,333
........... S (444)

$ 3179 $ 9,533

2,874 3,543

5972 —
64 593
502 (421)
1,114 684

(41,106)  (779)
(1,410) 28,851
52 5395
Q271) (5,860
30,003  (28,946)
5728 2,397
(118) (763)

.................. 16,818

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property and equipment............
Net cash used in investing activities.............

CASH FLOWS FROM FINANCING ACTIVITES:

(Payment of) proceeds from bank notes.........
Purchase of treasurystock.....................
Proceeds from employee stock purchase plan .. ..
Proceeds from exercises of stock options ........
Net cash (used in) provided by financing activities

NET INCREASE (DECREASE) IN CASH. ...
CASH AT BEGINNINGOFYEAR ...........
CASHATENDOFYEAR ............... ...

CASH PAID DURING THE YEAR FOR:
Interest . ...t ittt
InCOME taXes ... vvvve i it ieiireinennss

.................. (1,535)

4,583 14,227

(1873) (3,871

.................. (7,535)

.................. (11,634)
.................. 795
.................. 1,776

(7,873) ~ (3,871)

5274 (12,647)
(3,970) (797)
1,094 507
1,037 2,499

.................. (9,063)

3435  (10,438)

.................. 220
.................. 177

145 (82)
32 114

.................. $ 397

$§ 177 § 32

$ 299 § 770
$ 1,796 § 4,347

The accompanying notes are an integral part of these financial statements.
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GTSI CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2004, 2003 and 2002

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Nature of Operations

GTSI Corp. (collectively with its subsidiaries, “GTSI” or the “Company”) is a recognized IT solutions
leader, focusing predominantly on federal, state, and local government customers worldwide. For moie
than 20 years, the Company has delivered hardware, software and peripherals to public sector customers
by teaming with global IT leaders like HP, Panasonic, Microsoft, Sun Microsystems, and Cisco. GTSI helps
its customers do their jobs more effectively through a combination of a broad range of products and
services, an extensive contract portfolio, and the Company’s ISO 9001:2000 Registered logistics.

GTSI uses its unique Enterprise Technology Practices of technical experts to support a wide range of
integrated IT solutions in such areas as high performance computing, advanced networking, mobile and
wireless, web portals, high availability storage, and information assurance. Additionally, GTSI markets and
sells products through its web site, gtsi.com, providing convenient, customized shopping zones to meet the
unique and changing needs of its customers.

GTSI’s primary business is conducted from a combined headquarters and distribution center located in
Chantilly, Virginia, outside of Washington DC, and has offices throughout the United States as well as
overseas in Germany.

B. Principles of Consolidation

During 2004, the Company created two new wholly owned subsidiaries: GTSI Financial Services, Inc. and
Technology Logistics, Inc. (“TLI”). The consolidated financial statements include the accounts of GTSI
and all of its wholly owned subsidiaries. All intercompany transactions and balances have been eliminated.
Investments in which the Company does not control the investee but has the ability to exercise significant
influence over its operating and financial policies are accounted for using the equity method of accounting.

C. Revenue Recognition

Revenue is recognized when a customer order has been executed, the sales price is fixed and determinable,
delivery of services or products has occurred, and collection of the sales price is considered probable and
can be reasonably estimated. Revenue from hardware and software product sales is recognized when title
to the products sold passes to the customer. Based upon the Company’s standard shipping terms, FOB
destination, title passes upon the customer’s receipt of the products. The Company sells third-party
services, such as maintenance contracts, and recognizes revenue on a net basis at the time of sale. The
Company also sells extended warranty contracts to customers that extend the warranty offered by the
manufacturer for additional years. Revenue from extended warranty contracts is recorded as deferred
revenue and subsequently recognized over the term of the contract. Revenue from other services are
recognized when the services are complete or on a time and materials basis. The Company may also enter
into sales arrangements with customers that contain multiple elements or deliverables such as hardware,
software, and services. The Company recognizes revenue from these transactions in accordance with
Emerging Issues Task Force (“EITF”) Issue No.00-21, “Revenue Arrangements with Multiple
Deliverables.” Judgments and estimates are critical to determine if the multiple elements should be
accounted for as separate accounting units. These judgments may relate to determining if the delivered
item has stand alone value, if there is objective and reliable evidence of the fair value of undelivered items,
?nd if delivery and performance of undelivered items is probable and substantially in the control of the
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vendor. Payments received before delivery has occurred or services have been rendered are recorded as
deferred revenue.

In accordance with EITF 00-10, “Accounting for Shipping and Handling Fees and Costs,” the Company
records freight billed to customers as Sales and the refated shipping costs as Cost of Sales.

D. Cash

Cash consists of all cash balances. Included in accounts payable at December 31, 2004 and 2003 are
approximately $17.7 million and $7.7 million, respectively, which represent checks that were issued but had
not cleared that would otherwise be considered a net overdraft.

E. Concentration of Credit Risk

Accounts receivable principally represents amounts collectible from the U.S. Federal Government and
prime contractors to the government. The Company periodically performs credit evaluations of its non-
governmental customers and generally does not require collateral. The allowance for non-collection of
receivables is based on historical trade receivable write-off experience. As of December 31, 2004 and 2003,
trade accounts receivable from the federal government were $143.6 million and $122.9 miilion,
respectively. Of these balances, trade receivables from the Department of Defense accounted for 43.7%
and 51.6% in 2004 and 2003, respectively. No other single government department accounted for 10% or
more of accounts receivable. Credit losses have been insignificant and within management’s expectations.

F. Impairment of Long-Lived Assets

Long-lived assets, consisting primarily of furniture, equipment and capitalized software, are tested for
recoverability whenever events or changes in circumstances indicate that their carrying amount may not be
recoverable in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 144
“Accounting for the Impairment or Disposal of Long-Lived Assets.” Recoverability of long-lived assets is
assessed by a comparison of the carrying amount to the estimated undiscounted future net cash flows
expected to result from the use of the assets and their eventual disposition. If estimated undiscounted
future net cash flows are less than the carrying amount, the asset is considered impaired and a loss would
be recognized based on the amount by which the carrying value exceeds the fair value of the asset.
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G. Stock-Based Compensation

The Company accounts for stock-based compensation using the intrinsic value method of accounting in
accordance with Accounting Principles Board Opinion No. 25 “Accounting for Stock Issued to Employees”
(“APB 25”) and related Interpretations. Accordingly, no compensation cost for stock options granted to
employees was reflected in net income, as all options granted had an exercise price equal to the fair market
value of the Company’s common stock on the date of the grant. The following table illustrates, in
accordance with the provisions of SFAS No. 148 “Accounting for Stock-Based Compensation—Transition
and Disclosure” the effect on net income and earnings per share if compensation costs for the Company’s
stock options had been determined based on the fair value method consistent with the provisions of SFAS
No. 123 “Accounting for Stock-Based Compensation” (in thousands, except per share data);

2004 2003 2002

Net income—as reported . ......o.ovvrererieieneeeenanens, $10,264 § 3,179 $9,533
Deduct: Total stock-based employee compensation expense

determined under fair value based method for all awards,

net of related taxeffects ........... ..o, e (1,843) (1,647 (943)
Net income—pro forma. .......ov vt iiii it iiinaanns $ 8421 $ 1532 $8,590
Earnings per share—as reported

BaSIC ottt $ 118 § 038 §$ 115

Diluted ... $ 109 $ 035 $ 1.04
Earnings per share—pro forma

BasiC . vt e $ 097 $ 018 §$ 1.03

Diluted . ... e e $ 090 § 017 $ 094

The Company modified its definition of an employee in its stock option plans to include employees of any
entity that GTSI holds at least a 35% ownership interest. This modification triggered the requirement in
Financial Accounting Standards Board (“FASB”) Interpretation No.44 “Accounting for Certain
Transactions involving Stock Compensation, an interpretation of APB 25,” (“FIN 44”) to account for these
modified awards as new awards to non-employees. As prescribed by FIN 44, the Company recorded a
charge of approximately $480,000 ($295,000 net of taxes) during 2004 for stock-based compensation to
non-employees based on the fair value method. No stock compensation expense to non-employees was
included in net income in 2003 or 2002.

For disclosure purposes, the fair value of each stock option granted is estimated on the date of grant using
the Black-Scholes option-pricing model. Under the Black-Scholes model, the total value of options granted
in 2004, 2003 and 2002 was $2.9 million, $4.3 million, and $2.8 million, respectively. These options would
be amortized on a pro-forma basis based on the vesting schedule specified in the option agreement. The
fair value of the Company’s stock-based option awards to employees was estimated assuming no expected
dividends and the following weighted-average assumptions:

2004 2003 2002

Expected life (inyears) ..ot 42 40 4.0
RisKk free Interest rate. ..ottt it it e et e 3.48% 3.34% 2.53%
Expected volatility ..o e 62.7% 78.1% 17.95%

Under the Black-Scholes Option pricing model, the fair value of options granted during 2004, 2003 and
2002 was $5.84, $6.24, and $5.55, respectively.
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H. Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for Income
Taxes” (“FAS 109”). Under FAS 109, deferred tax assets and liabilities are computed based on the
estimated future tax effects of temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for income tax purposes. FAS 109 requires that a
valuation allowance be established when necessary to reduce deferred tax assets to amounts expected to be
realized.

I. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and liabilities at year end, and the reported
amount of revenue and expenses during the year. Actual results could differ from those estimates.
Management’s estimates and assumptions are evaluated on an ongoing basis and are based on historical
experience, current conditions and available information. Significant items subject to such estimates and
assumptions include valuation allowances for receivables and inventories, and reserves for future costs to
be incurred under the Company’s warranty programs.

J. Marketing Development and Cooperative Advertising Funds

The costs of advertising are expensed as incurred. Certain vendors provide GTSI with sales incentive
programs. Generally, the funds received under these programs are determined based on the Company’s
purchases and/or sales of the vendor’s product. The funds are earned upon performance of specific
promotional programs or upon completion of predetermined objectives dictated by the vendor.

On January 1, 2003 the Company adopted EITF Issue No, 02-16, “Accounting for Consideration Received
from a Vendor by a Customer (Including a Reseller of the Vendor’s Products)” (“EITF 02-16”). This
pronouncement requires that consideration from vendors, such as advertising support funds and sales
volume incentives, be accounted for as a reduction to cost of sales unless certain requirements are met. In
accordance with EITF 02-16, the Company recorded certain vendor considerations received in 2004 and
2003 as a reduction of Merchandise Inventories and a subsequent reduction in Cost of Sales when the
related product is sold. During 2002, the Company recorded these items as a reduction to Selling,
General & Administrative expenses. If EITF 02-16 was applied to 2002, the impact would have been a
reduction to net income of approximately $13,000.

K. Fair Value of Financial Instruments

At December 31, 2004 and 2003, the recorded values of financial instruments such as notes payable to
banks approximated their fair values based on the short-term maturities of these instruments. As of
December 31, 2004 and 2003, the Company believes the carrying amount of its current and long-term lease
receivables approximates their value since the lease receivables are discounted at an interest rate that
approximates market.

L. New Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123 (Revised 2004) “Share-Based Payment”
(“FAS 123R”), which is a revision of FASB Statement No. 123, “Accounting for Stock-Based
Compensation.” FAS 123R supersedes APB 25 and its related implementation guidance. Generally, the
approach to accounting in FAS 123R requires all share-based payments to employees, including grants of
employee stock options, to be recognized in the financial statements based on the grant-date fair value of
the award. As permitted by FAS No, 123, the Company currently accounts for share-based payments to
employees using the intrinsic value provisions of APB 25 and, as such, generally recognizes no
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compensation costs for employee stock options. Accordingly, the adoption of FAS 123R’s fair value
method will have a significant impact on the Company’s results of operations, although it will have no
impact on GTSI’s overall financial position. The impact of adoption of FAS 123R cannot be predicted at
this time because it will depend on levels of share-based payments granted in the future. However, had the
Company adopted FAS 123R in prior periods, the impact of that standard would have approximated the
impact of FAS No. 123 as described in the disclosure of pro forma net income and earnings per share in
Note 1G to GTSI’s consolidated financial statements. FAS123R also requires the benefits of tax
deductions in excess of recognized compensation cost to be reported as a financing cash flow, rather than
as an operating cash flow as required under current literature. This requirement will reduce net operating
cash flows and increase net financing cash flow in periods after adoption. FAS 123R is effective as of the
beginning of the first interim or annual reporting period that begins after June 15, 2005 and GTSI will
adopt the standard beginning July 1, 2005. The Statement offers several alternatives for implementation.
At this time, management plans to use the modified prospective transition method. The Company is also
evaluating the impact of FAS 123R to its employee stock purchase plan and may decrease the current 15%
upfront purchase discount to employees.

In November 2004, the FASB issued SFAS No. 151 “Inventory Costs, an amendment of APB No. 43,
Chapter 4,” (“FAS 151”) which clarifies the types of costs that should be expensed rather than capitalized
as inventory. The amendments made by FAS 151 also clarify the circumstances under which fixed overhead
costs associated with operating facilities used in inventory processing should be capitalized. FAS 151 is
effective for inventory costs incurred during fiscal years beginning after June 15, 2005. Earlier application
is permitted for inventory costs incurred during fiscal years beginning after November 24, 2004. The
Company is presently analyzing the potential impact of this statement but does not expect the adoption of
FAS 151 will have a significant impact on its financial position or results of operations.

M. Reclassifications

Certain amounts reported in previous years have been reclassified to conform to the 2004 presentation.

2. Accounts Receivable

Accounts receivable consists of the following at December 31 (in thousands):

2004 2003
Trade accountsreceivable. . ... ..o i $180,329 $153,386
Vendor and otherreceivables. . .. ..ot e 23,422 19,683
Total accounts receivable .. ... o 203,751 173,069
Less: Allowance for doubtful accounts.................... ... ..., (1,009) (699)
Accounisreceivable, met .. ... $202,742 $172,370

Vendor and other receivables primarily result from items billed to suppliers under various sales incentive
programs.

3. Leases Receivable

The Company sells products to certain customers under sales-type lease arrangements for terms of two or
three years. The Company accounts for its sales-type leases according to the provisions of SFAS No. 13
“Accounting for Leases” and, accordingly, recognizes current and long-term lease receivables, net of
unearned finance income, on the accompanying balance sheets. GTSI periodically sells lease receivables to
various unrelated financing companies and- accounts for those sales in accordance with SFAS No. 140
“Accounting for the Transfers and Servicing of Financial Assets and Extinguishments of Liabilities—a
Replacement of FASB Statement 125” (“FAS 140”). In accordance with the criteria set forth in FAS 140,
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lease receivables amounting to $39.4 million in 2004 and $19.5 million in 2003 were accounted for as sales
and, as a result, the related receivables have been excluded from the accompanying balance sheets.

Interest and other income includes $3.7 million, $0.5 million and $1.4 million in 2004, 2003 and 2002,
respectively, of interest income from lease receivables.

Total future minimum lease payments and unearned finance income due from customers under lease
arrangements are as follows (in thousands):

Total Lease

Payments Due Unearned
toa GTSI Finance Income  Net Principal Due
2005 . e e e $7,951 $ 87 $7,864
2006, . . e e 445 36 409
2007 . . e 128 _ 8 120
Total lease receivables. ............. U $8,524 $131 8,393
Lesscurrentportion.................. A 7,864
Long-term lease receivable . ................. $ 529

4. Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation
and amortization are calculated using the straight-line method over estimated useful lives. Furniture,
equipment, software and ERP system useful lives range from three to ten years. The useful life for
leasehold improvements is the lesser of the term of the lease or the life of the improvement. Costs for
maintenance and repairs are charged to expense when incurred. Property and equipment consists of the
following at December 31 (in thousands):

2004 2003
Office furniture and equipment.............oiiiii e ininien... $ 15,019 § 13,561
Computer SOftwWare. . ...t e 11,901 11,829
Enterprise Resource Planning System ..........ooovviiiiiia ... 9,482 3,976
Leasehold improvements. ... ....ovvveie oo inaneeinnens 5,184 5,041
41,586 34,407
Less accumulated depreciation and amortization..................... (26,403)  (23,737)
Property and eqUIPMENT, NIEL « v v v ettt ereeteir et eteireenanerenns $ 15,183 § 10,670

Depreciation and amortization expense was $3.0 million in 2004, $2.9 million in 2003 and $3.5 million in
2002. During 2004 the Company began amortizing $2.9 million of the $9.5 million ERP system. The
remaining $6.6 million will begin being amortized in 2005 when the project is scheduled to be completed.

5. Inventory

Merchandise inventories are valued at the lower of cost or market. Cost is determined using a weighted
average method. During the third quarter of 2004, GTSI recorded a charge of approximately $0.7 million
in Cost of Sales for the loss of inventory and filed a comprehensive claim with its insurance carrier. The
Company received proceeds of $0.6 million from the insurance settlement during the fourth quarter of
2004, resulting in a net charge to Cost of Sales in 2004 of $0.1 million for this issue.

During Octcber 2004, senior management was informed that certain integrated hardware components
were missing from certain hardware delivered on a customer order. This matter is currently under
investigation by the Company’s management and it is not clear where or when the loss occurred through
the supply chain. The Company recorded a charge of approximately $0.6 million in Cost of Sales during
the fourth quarter representing the book value of the missing integrated hardware components. GTSI has
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filed a comprehensive claim with its insurance carrier and management believes that it is reasonably
possible that the Company will recover all, or a portion of, this claim. Should the Company be successful in
its collection efforts, any proceeds collected will be netted against Cost of Sales for financial statement
purposes. In accordance with SFAS No. 5 “Accounting for Contingencies,” no gain contingency has been
recorded in GTSI’s financial statements.

During the second quarter of 2003, the Company’s sales organization was successful in secuﬁng an order
for software inventory that had been reserved for during 2002. As a result, the Company reversed a $1.4
million reserve.

6. Notes Payable and Line of Credit

The Company has a $125 million credit facility with a group of banks (the “Credit Facility”). The Credit
Facility includes a revolving line of credit (the “Revolver”) and a provision for inventory financing of
vendor products (the “Wholesale Financing Facility”). The Credit Facility, unless terminated earlier, will
continue after the maturity date of February 28, 2006 from year to year, unless any party gives the other
party written notice of termination not less than 90 days prior to the start of a new renewal period.
Borrowing under the Revolver is limited to 85% of eligible accounts receivable. The Revolver is secured by
substantially all of the Company’s assets. Borrowing under the Wholesale Financing Facility is limited to
100% of the value of GTSIs inventory. The Wholesale Financing Facility is secured by the underlying
inventory. The Credit Facility carries an interest rate indexed to London Interbank Offered Rate
(“LIBOR™) plus 1.75 percentage points. The Credit Facility also contains certain covenants as well as
provisions specifying compliance with certain quarterly and annual financial ratios. In 2004, the Company
and its lenders signed three amendments to the Revolver to add a new lender and add GTSI’s wholly
owned subsidiaries, TLI and GTSI Financial Services, as borrowers.

At December 31, 2004 and 2003, GTSI’s interest rate under the Credit Facility was 4.17% and 2.88%,
respectively. The weighted average interest rates for the years ended December 31, 2004, 2003 and 2002
were 3.23%, 2.96% and 3.50%, respectively. GTSI was in compliance with all financial covenants set forth
in the Credit Facility and had available credit of $59.0 million at December 31, 2004 and $90.4 million at
December 31, 2003.

7. Accounts Payable

SFAS No. 140 “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities,” states that the judicial release from an obligation results in the extinguishment of a liability.
Upon the expiration of the statute of limitations in 2004, GTSI was judicially released from obligations
which resulted in the Company derecognizing $10.1 million in aged accrued payables. The impact to
GTSU’s financial results was a non-cash increase to gross margin of $10.1 million and an increase to net
income of $6.2 million ($0.66 per share) after taxes were applied.

During 2004, the Company conducted a comprehensive review of its accounts payable. As a result of this
review, management concluded that an additional $2.5 million in aged accrued payables were no longer
valid liabilities. The Company reversed these liabilities, resulting in a $2.5 million increase in gross margin
and a $1.6 million ($0.17 per share) increase in net income. Management will continue to conduct such a
review of its accounts payable on a quarterly basis, one year in arrears.

8. Stockholders’ Equity
Stock Options

The Company has two stockholder approved combination incentive and non-statutory stock option plans,
the 1994 Stock Option Plan, as amended (“1994 Plan”) and the 1996 Stock Option Plan, as amended
(“1996 Plan”). These plans provide for the granting of options to employees (both plans) and
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non-employee directors (only under the 1996 Plan) to purchase up to 2,500,000 and 300,000 shares,
respectively, of the Company’s common stock. The Company has another stockholder approved plan, the
1997 Non-Officer Stock Option Plan (the “1997 Plan”) which provides for the granting of non-statutory
stock options to employees (other than officers and directors) to purchase up to 300,000 shares of the
Company’s common stock. In addition, GTSI has utilized a vehicle that allows a company without
stockholder approval to offer stock options to prospective employees as an inducement to join GTSI
(“Capitalization Vehicle”).

Under the 1997, 1996, and 1994 Plans, options have a term of up to ten years, generally vest over four years
and option prices are required to be at not less than 100% of the fair market value of the Company’s
common stock at the date of grant and, except in the case of non-employee directors, must be approved by
the Board of Directors or its Compensation Committee. Options issued under the Capitalization Vehicle
have a term of seven years, vest over four years and option prices typically equal the fair market value of
the Company’s common stock on the date of approval by the Board of Directors.

In January 2003, the Company agreed that the unvested options held by one officer would automatically
vest if a change in control of the Company occurs. The maximum compensation expense impact, if any,
related to this change is $0.8 million. This change results in a new measurement date as required by FASB
Interpretation No. 44, “Accounting for Certain Transactions Involving Stock Compensation—An
Interpretation of APB Opinion No.25.” No compensation expense was recorded as a result of this
modification at that time or to date because the Company is unable to estimate whether a change in
control will occur, The compensation expense, if recorded, would not impact the Company’s cash flows or
stockholders’ equity. On May 14, 2003, the stockholders of the Company approved a change to extend the
exercise period for certain options granted to its non-employee directors following cessation from the
Company to the earlier of the fifth anniversary of the cessation date or the expiration date of the respective
option. The maximum compensation expense impact, if any, related to these changes, is $1.8 million. On
March 18, 2004, the members of the Company’s Board of Directors formally waived this right, effectively
negating the potential for compensation expense impact related to the extension of stock options. Also,
during 2003, an executive submitted Company mature stock with a value of $1.1 million previously
purchased on the open market to pay for the exercise of 100,000 stock options pursuant to the terms of the
Company’s stock option plan, which resulted in a cashless exchange of stock options for Company stock.

The following summary presents changes in the Company’s stock options outstanding under all plans as of
December 31, 2002, 2003 and 2004:

Weighted

Average

Number of Exercise
Option Price Per

Shares Share
Outstanding at January 1,2002 ..............iiiiiiiiiii . 2,905,508 $ 4.55
Granted ... e 572,000 § 9.50
Forfeited orcanceled.............oooiiiiin i, (133,417) $ 7.47
ExXercised ot e (450,982) $ 4.17
Outstanding at December 31,2002 . ...ttt 2,803,109 § 545
Granted ..ot e e 768,833 $10.47
Forfeitedorcanceled.............. it (124,833) $ 7.84
(=S (o 7=« (426,192) §$ 5.64
Outstanding at December 31,2003 ....... ...ttt 3,110,917 § 6.57
Granted ... it e e e e 558,500 $11.28
Forfeited orcanceled. ...t (223,875) $ 9.04
EXeTCised . o\ e (397,492) $ 447
Outstanding at December 31,2004 . ..........ooiiriiiiinennnnannnnn. 3,048,050 § 7.53
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The following table summarizes information on stock options outstanding at December 31, 2004:

Options Qutstanding Options Exercisable
Weighted Weighted Weighted
Range of Average Average Average
Exercise Number Remaining Contractual Exercise Number Exercise

Prices Outstanding Life (Years) Price Exercisable Price
$1.43-285 . ... 75,000 54 $ 2.81 75,000 $ 2.81
$2.86-428 ... ... 885,550 1.5 $ 3.75 883,050 $ 3.75
$4.29-570 ... 276,250 2.6 $ 5.07 274000 § 5.08
$5.71-713 0o 253,500 4.6 $ 6.26 203,250 $ 6.25
$7.14-855 .. ... . 235,500 6.0 $ 821 193,500 § 8.24
$8.56-998 ... .. 218,500 48 $ 8.88 50,750 $ 8.84
$9.99-1140 . .......... i, 723,500 52 $11.01 254,252 $11.02
$11.41-1283 ... .. 375,250 6.0 $12.02 40,250 $11.85
$12.84-1425. ... ...l 5,000 5.0 $13.67 2,500 $13.67
3,048,050 4.0 $ 753 1,976,552 $ 5.84

The following table sets forth the number of options exercisable and available for grant as of December 31,
2004:

Options Available

Plan Options Exercisable for grant
199 plan ... ... o 39,250 1,217
1996 plan . ... 1,123,602 754,791
1907 plan ... 34,700 11,492
Capitalization Vehicle . ............................... 779,000 N/A

Employee Stock Purchase Plan

GTSI has established an Employee Stock Purchase Plan (“ESPP”). Eligible employees may elect to set
aside, through payroll deduction, up to 15% of their compensation to purchase common stock of the
Company. The maximum number of shares that an eligible employee may purchase during any offering
period is equal to 5% of such employee’s compensation for the 12 calendar-month period prior to the
commencement of an offering period divided by 85% of the fair market value of a share of common stock
on the first day of the offering period. The ESPP is implemented through one offering during ecach
six-month period beginning January 1 and July 1. The ESPP purchase price is 85% of the lower of the fair
market value of a share of common stock on the first day or the last day of the offering period. The
Company uses its treasury shares to fulfill the obligation of both the employee withholding and the
discount.

The table below summarizes the number of shares purchased by employees under the ESPP during the
offering periods indicated:

Number of shares

Offering period ended purchased Purchase price
December31,2004. . ... it e 40,994 $8.93
June 30, 2004 . ... 44,098 $9.73
December 31,2003 . .. .o iiiae 81,314 $7.44
June 30,2003 ... ... e 65,780 $7.44
December 31,2002, ... 77,858 $6.67
June 30,2002 . .. .o 63,269 $6.67
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The weighted average fair market value of shares under the ESPP was $9.35 in 2004, $7.44 in 2003, and
$6.67 in 2002. GTSI has reserved 1,650,000 shares of common stock for the ESPP, of which 871,107 were
available for future issuance as of December 31, 2004.

Purchase of Capital Stock

The Company purchased $0 and $4.0 million of GTSI's common stock in 2004 and 2003, respectively. The
shares purchased in 2003 were authorized under two stock purchase plans approved by GTSI’s Board of
Directors. In February 2000, the Board of Directors approved a plan for the purchase of common stock
with a limit of up to $5.25 million. In January 2002, the Board of Directors authorized the use of up to an
additional $5.0 million for the purchase of outstanding shares of the Company’s common stock, provided
the per share price did not exceed the market price. As of December 31, 2004, $2.7 million remained
available for use in purchasing common stock. Common stock purchased for the Company’s treasury are
generally reissued upon the exercise of employee stock options and for the employee stock purchase plan.

9. Earnings Per Share

Basic earnings per share are calculated by dividing net income by the weighted average shares outstanding
during the period. Diluted earnings per share are computed similarly to basic earnings per share, except
that it includes the dilutive effect of the assumed exercise of stock options. The following table sets forth
the computation of basic and diluted earnings per share (in thousands, except per share amounts) for the
years ended December 31: :

2004 2003 2002
Basic earnings per share:
NeEtinCOME. ..\ttt e e e $10,264 $3,179 $9,533
Weighted average shares outstanding. ....................... 8,664 8349  §302
Basicearnings pershare ...........cvivviiiiii i $ 118 $ 038 § 1.15
Diluted earnings per share:
Nt INCOME. oottt e e e $10,264 $3,179 $9,533
Weighted average shares outstanding. ....................... 8,664 8349 8,302
Incremental shares attributable to the assumed exercise of
outstanding stock options . ........ ... .. i 724 767 854
Weighted average shares and equivalents .................... 9,388 9,116 9,156
Diluted earningspershare ............................... $ 109 $ 035 § 104
10. Income Taxes
The provision for income taxes consists of the following (in thousands):
Years Ended December 31,
2004 2003 2002
Current: '
Federal ... ...t e e $1,826 $1,373 85,769
At L e 248 243 765
2,074 1,616 6,534
Deferred:
Federal ... i 3,858 427 (372)
] 71 P 523 75 (49)
4,381 502 (421)
Total income taX ProviSION ... ...c.ovuenevr v ir e nreen.ns $6,455 $2,118 $6,113
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities and the amounts recorded for income tax purposes. The components of the deferred
tax assets and liabilities are as follows at December 31 (in thousands):

2004 2003
Deferred tax assets; '
Accounts receivable and inventory allowances ........... ... oL $ 376 § 270
ACCTUEd WaITANLY . ..ottt et e e i e 1,047 1,760
Bid and proposal costs. ... 433 466
Vacation acCrual. .. oot e e e 499 440
Depreciation .. ...\ttt e e — 965
Rentabatement .........cooii it e e 99 129
(8 14310 g T o= A 551 987
Prepaidrevenue ..ot e — 584
Deferredreveniue . .....oi i e e e 221 —
Total deferred 1ax a8S8LS . oo oo ittt i e et e e 3,226 5,601
Deferred tax liabilities:
Web site development costs . ... e (35) (109)
Software development costs ... vt (2,463)  (631)
Depreciation .. ..ottt e e e (248) —
Total deferred tax liabilities .. ..ot (2,746) _ (740)
Net deferred tax @SSeE5. . . oo v vt re e tn ettt et e $ 480 $4,861

The following is a reconciliation of the statutory U.S. income tax rate to the Company’s effective tax rate:

Years Ended December 31,
2004 2003 2002
StatutOIY Tate. . .ot e e 345% 340% 34.0%
State income taxes, net of federal benefit.................... 3.3 4.0 4.6
Other. o 0.8 2.0 0.5
Effective taxrate. .. ...t e 386% 400% 39.1%

A tax benefit from the exercise of stock options of $0.9 million, $1.1 million, and $0.7 million was recorded
for the years ended December 31, 2004, 2003 and 2002, respectively.

11. Impairment Charge

During 2003 the Company recorded an impairment charge related to a highly customized enterprise
resource planning (“ERP”) system. The Company changed its strategy and began implementing a standard
ERP system to compress the delivery time and provide significant value sooner. Due to this change in
strategy, the Company wrote-off $6.0 million of capitalized customization expenses determined to have no
future economic value.
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12. Interest and Other Income, Net

Interest and other income, net comprises the following for the years ended December 31 (in thousands):

2004 2003 2002

Income from prompt payment of vendor invoices ............... $1,390 $2,243 $3,567
Interest income from leasesreceivable.................. ... .. 3,745 526 930
Other interest iNCOME .......cotriiiiinere e 399 254 320
Ot INCOIMIE. . .ttt it i ie s et is e ra e enenenns 346 96 381

Total interest and otherincome. ..............ccoveiinnnns. 5,880 3,119 5,198
Less interest and otherexpense ...t (311) _ (287) _ (678)

Total interest and other iNCOME, MEt. ... ..vvvvrevre e, $5,569 $2,832 $4,520

13. 401(k) Plan

Effective April 1991, GTSI adopted the Employees’ 401(k) Investment Plan (the “Plan”), a savings and
investment plan intended to be qualified under Section 401 of the Internal Revenue Code of 1986, as
amended (the “Code”). All employees of the Company who are at least 21 years of age are eligible to
participate. The Plan is voluntary and allows participating employees to make pretax contributions, subject
to limitations under the Code, of a percentage (not to exceed 30%) of their total compensation. Employee
contributions are fully vested at all times. GTSI matches employee contributions 50% of the first five
percent of eligible pay. In 2004, 2003 and 2002, the Company contributed approximately $1.0 million,
$1.0 million and $0.9 million to the Plan, respectively.

14. Commitments and Contingencies
Product Warranties

GTSI offers extended warranties on certain products which are generally covered for three or five years
beyond the warranty provided by the manufacturer. Products under extended warranty require repair or
replacement of defective parts at no cost to the customer. The Company records warranty liabilities at the
time of sale for the estimated costs that may be incurred under its extended warranty contracts. The
following table summarizes the activity related to product warranty liabilities for the years ended
December 31 (in thousands):

2004 2003
Accrued warranties at beginningofyear................ ... ol $ 4555 § 4404
Charges made against warranty liabilities. . ............................ (2,074)  (5,004)
Adjustments tO WAITANLY FESETVES ... v v v v vrerrrenerarennensneens (1,659) 1,038
Accruals for additional warrantiessold. . .............. ... ieie. 1,607 4,117
Accrued warrantiesatend of year..........c.ocvii i $ 2429 § 4555

Revenue from extended warranty contracts is recorded as Deferred Revenue and subsequently recognized
over the term of the contract. The following table summarizes the activity related to the deferred warranty
revenue for the years ended December 31 (in thousands):

2004 2003
Deferred warranty revenue at beginning of year.............. P $ 2819 § 1,99
Deferred warranty revenue recognized. . ..., (1,384)  (1,213)
Revenue deferred for additional warrantiessold ....................... 1,163 2,036
Deferred warranty revenue atend of year . ............ccooiiiiin.n. $2,598 § 2819
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Lease Commitments

The Company conducts its operations from leased real properties, which include offices and warehouses.
These obligations expire at various dates through 2008. Most of the leases contained renewal options at
inception, some of which have been exercised. Rent expense for the years ended December 31, 2004, 2003
and 2002 was approximately $2.4 million, $2.5 million and $2.0 million, respectively. Future minimum lease
payments under operating leases that had initial or remaining non-cancelable lease terms in excess of one
year at December 31, 2004 are as follows (in thousands):

2005 . $2,943

2000 .« 2,397

200 s e e e 1,414

2008 . . e 1,286

Thereafter .. ..ot —

Total minimum lease payments .. .....oouiiiiiniit i e e $8,040
Letter of Credit

GTSI was obligated under an operating lease to provide its landlord with a letter of credit in the amount of
$0.8 million at December 31, 2004 and $1.0 million at December 31, 2003, as a security deposit for all
tenant improvements associated with the lease.

At December 31, 2004, GTSI was obligated under a customer contract to provide a second letter of credit
in the amount of $1.75 million to guarantee the performance by company of all obligations under this
agreement. This obligation will expire on August 31, 2005.

Contingencies

In December of 2004, the Company became aware that a potential payroll tax liability existed for
employees working in GTSI's office in Germany. Management determined that a tax liability was probable
and, as a result, the Company accrued approximately $0.8 million in accrued liabilities.

Legal Proceedings

The Company is occasionally involved in various lawsuits, claims, and administrative proceedings arising in
the normal course of business. The Company believes that any liability or loss associated with such matters,
individually or in the aggregate, will not have a material adverse effect on the Company’s financial
condition or results of operations.

As previously reported in the Company’s periodic filings with the SEC, in November 2003, GTSI was
served with a $25 million lawsuit, with treble damages, related to an alleged breach of contract due to the
termination of Ichiban, Inc.,, a former subcontractor. This suit follows the Company’s earlier lawsuit
against the former subcontractor. In November 2004, plaintiff modified the claim eliminating treble
damages. Management continues to believe the claim is without merit and intends to vigorously defend
this lawsuit, but the ultimate outcome of this matter is uncertain. Management is unable to estimate the
amount GTSI may have to pay, if any, related to this matter. No amounts have been accrued as of
December 31, 2004,

15. Segment Reporting

GTSI engages in business activities as one operating segment that provides hardware, software and services
primarily to the U. S. Federal Government. The Company’s chief operating decision maker evaluates
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performance and determines resource allocation based on GTSI’s consolidated sales and operating results.
The following table summarizes the Company’s sales for the years ended December 31 (in thousands):

Sales. 2004 2003 2002

Hardware . . ..o e e $ 834,144 $692,543 $673,700
Software ... 155,724 154,468 196,400
Resold third-party service products. .. .................. 66,618 91,211 50,808
SEIVICES. . .\ttt e e 19,662 15,896 13,822
Total ... $1,076,148 §954,118 $934,730

Major Customers

All of GTST’s sales are earned from United States’ entities. Sales to multiple agencies and departments of
the U.S. Federal Government, either directly or through system integrators, accounted for approximately
95%, 98% and 97% of the Company’s consolidated sales during 2004, 2003, and 2002, respectively.

16. Selected Quarterly Financial Data (unaudited)

The following summary illustrates selected quarterly financial data for the two years ended December 31,
2004. GTSI has historically experienced significant seasonal fluctuations in its operations as a result of
government buying and funding patterns. Results of any one or more quarters are not necessarily
indicative of annual results or continuing trends.

Q1 Qz (23&04 Q4 Total
(in thousands, except per share data)
Sales. ... $178,623 $238,990 $330,645 $327,890 $1,076,148
Grossmargin .......cooviiiiiiirn, $ 18,082 §$ 21,537 § 46,723 § 35,663 § 122,005
Net (10SS) INCOME ... .ovveeeeeernnnnn, $ (1,381) § (1,553) § 10454 $ 2,744 $ 10264
Basic (loss) earnings per share ............ $§ (016) § (018) $§ 121 § 031 § 1.18
Diluted (loss) earnings per share . ......... $ (016) $ (018 $ 113 & 029 3§ 1.09
2003

Q1 Q2 Q3 Q4 Total
Sales. ..o $178,858 $189,737 $273,066 $312,457 $§ 954,118
Grossmargin ..........ooevviiiiiienn $ 16,074 $§ 22,756 $ 27,497 $ 30,457 § 96,784
Net (loss) income ...........coviiunen.., $ (1,763) § 1,149 $§ 3470 $ 323 § 3179
Basic (loss) earnings per share ............ $ @©21) 8 014 $ 042 § 004 3 0.38
Diluted (loss) earnings per share . ......... $§ ©21) § 013 § 039 $ 004 § 0.35

* See note 7.

17. Subsequent Events

On February 11, 2005 GTSI and its landlord executed a second amendment to the lease for the Company’s
headquarters to reduce the letter of credit from $0.8 million to $0.2 million.

On March 3, 2005, the Company’s Board of Directors approved the acceleration of the vesting of unvested
stock options with a strike price above $10.05 previously awarded to employees, officers and directors
under GTSI’s stock option plans (see Note 8). Forfeiture of these accelerated options occurs on the date of
termination, -if the individual’s termination date from GTSI is prior to the original vesting date of such
options. The vesting of these options was accelerated to avoid recognizing compensation expense in future
financial statements upon the adoption of SFAS 123R.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS

None.

ITEM 9A, CONTROLS AND PROCEDURES

As of the end of the period covered by this report, based on our management’s evaluation, with the
participation of GTSI’s Chief Executive Officer and Chief Financial Officer, of the effectiveness of the
disclosure controls and procedures (as defined in Rulesl3a-15(¢) or 15d — 15(e) under the Securities
Exchange Act of 1934, as amended) our Chief Executive Officer and Chief Financial Officer have
concluded that our disclosure controls and procedures are effective in ensuring that information required
to be disclosed by us in reports filed or submitted under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the Securities and Exchange Commission’s
rules and forms.

There was no change in our internal control over financial reporting during our fourth quarter of fiscal
2004 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

INTERNAL CONTROL REPORT OF MANAGEMENT

The management of GTSI is responsible for establishing and maintaining adequate internal control over
financial reporting. GTSI’s internal control system was designed to provide reasonable assurance to the
Company’s management and Board of Directors regarding the preparation and fair presentation of
published financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial
statement preparation and presentation.

GTSI's management assessed the effectiveness of the Company’s internal control over financial reporting
as of December 31, 2004. In making this assessment, it used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control—Integrated
Framework. Based on our assessment we believe that, as of December 31, 2004, the Company’s internal
control over financial reporting is effective based on those criteria.

GTSP’s independent registered public accounting firm has issued an audit report on our assessment of the
Company’s internal control over financial reporting. This report appears on page 50.

Management of GTSI Corp.
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Report of Independent Registered Public Accounting Firm on
Internal Control over Financial Reporting

The Board of Directors and Stockholders of GTSI Corp.:

We have audited management’s assessment, included in the accompanying Internal Control Report of
Management, that GTSI Corp. maintained effective internal control over financial reporting as of
December 31, 2004, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). GTSI Corp.’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
an opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention
‘or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’s assessment that GTSI Corp. maintained effective internal control over
financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on the COSO
criteria. Also, in our opinion, GTSI Corp. maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the 2004 consolidated financial statements of GTSI Corp and financial statement
schedule and our report dated March 11, 2005 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

McLean, VA
March 11, 2005

50




PART 111
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this Item is incorporated by reference to the sections of the Registrant’s
definitive Proxy Statement for the Annual Meeting of Stockholders scheduled to be held on April 21, 2005
(the “Proxy Statement”) entitled “Proposal 1—Election of Directors,” “Executive Officers,” “Common
Stock Ownership of Principal Stockholders and Management,” “Code of Ethics,” “Audit Fees,” and
“Report of the Audit Committee of the Board.” The Proxy Statement will be filed with the Commission
within 120 days after December 31, 2004.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference to the sections of the Proxy Statement
entitled “Executive Officers,” “Executive Compensation and Other Information,” and “Compensation
Committee Report on Executive Compensation.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this Item is incorporated by reference to the section of the Proxy Statement
entitled “Common Stock Ownership of Principal Stockholders and Management.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item is incorporated by reference to the sections of the Proxy Statement
entitled “Proposal 1—Election of Directors,” “Continuing Directors,” “Board of Directors, Committees,
and Corporate Governance,” “Proposal 2—Amendment of the 1996 Stock Option Plan,” “Executive
Compensation and Other Information,” and “Certain Relationships and Related Transactions.”

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item is incorporated by reference to the sections of the Proxy Statement
entitled “Report of the Audit Committee of the Board” and “Audit Fees.”

51




PART IV

ITEM 15, EXHIBITS, FINANCIAL STATEMENTS AND SCHEDULES, AND REPORTS ON
FORM 8-K:

(a) Financial Statements
The consolidated financial statements of GTSI Corp. and subsidiaries filed are as follows:

Consolidated Balance Sheets as of December 31, 2004 and 2003
Consolidated Statement of Operations for 2004 - 2002

Consolidated Statements of Changes in Stockholders’ Equity for 2004 ~ 2002
Consolidated Statements of Cash Flows for 2004 - 2002

Notes to Consolidated Financial Statements

Financial Statement Schedules

The financial statement schedules of GTSI Corp. and subsidiaries filed are as follows:
Schedule II—Valuation and Qualifying Accounts for 2004 ~ 2002

All other schedules are omitted because they are not applicable, or the required information

is shown in the financial statements or the notes thereto.

Exhibits
The exhibits set forth in the Exhibit Index are filed as part of this Annual Report on Form 10-K.

(b) Reports on Form §-K:

On November 2, 2004, GTSI furnished a report on Form 8-K under Item 2 relating to its press
release of financial information for the three and nine month periods ended September 30, 2004,
and monthly sales.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on March 15, 2005 on its behalf by the undersigned thereunto duly
authorized.

GTSI CORP.
By: /s/ M. DENDY YOUNG

M. Dendy Young
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed on
March 11, 2005 by the following persons on behalf of the registrant and in the capacities indicated.

/s/ M. DENDY YOUNG

M. Dendy Young

Chairman and Chief Executive Officer
(Principal Executive Officer)

/s/ THOMAS A. MUTRYN

Thomas A. Mutryn

Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

/s/ THOMAS HEWITT
Thomas Hewitt
Director

/s/ LEE JOHNSON
Lee Johnson
Director

/s/ JOSEPH KEITH KELLOGG, JR.
Joseph Keith Kellogg, Jr.
Director

/s/ STEVEN KELMAN
Steven Kelman
Director

/s/ JAMES J. LETO
James J. Leto
Director

/s/ BARRY REISIG
Barry Reisig
Director
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/s/ LAWRENCE J. SCHOENBERG

Lawrence J. Schoenberg
Director

/s/ JOHN M. TouPs

John M. Toups
Director

/s/ DANIEL R. YOUNG

Daniel R. Young
Director
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GTSI CORP.
VALUATION AND QUALIFYING ACCOUNTS

(In thousands)
SCHEDULE 11
Years Ended December 31, 2004 2003 2002
Allowance for Doubtful Accounts
Balance at beginning of period. . ........ ..o $ 699 $834 $1413
Balance atend of period ...........ooi i $1,009 $699 § 834

All other schedules are omitted since the required information is not present or is not present in amount
sufficient to required submission of the schedule, or because the information is included in the
consolidated financial statements or notes thereto.
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EXHIBIT INDEX

Exhibit

Number Description
31 Restated Certificate of Incorporation(1)
3.2 Bylaws, as amended(4)

10.1 GTSI Employees’ 401(k) Investment Plan, and amendments No. 1, 2 and 3 thereto (filed
herewith)*

10.2 Employee Stock Purchase Plan, as amended to date*(4)

10.3 1994 Stock Option Plan, as amended to date*(3)

104 1996 Stock Option Plan, as amended to date*(4)

10.5 1997 Non-Officer Stock Option Plan, as amended to date*(3)

10.6 Lease dated August 11, 1995 between the Company and Security Capital Industrial Trust, and
Amendments for distribution center facility(5)

10.7 Lease dated December 10, 1997 between the Company and Petula Associates, Ltd. and
Amendment for headquarters facility(5)

10.8 Employment Agreement dated January 1, 2001 between the Registrant and M. Dendy
Young*(1)

10.9 Offer Letter dated June 28, 2001 between the Registrant and Terri Allen*(2)

10.10 Non-Qualified Stock Option Agreement effective July 31, 2001 between the Registrant and
Terri Allen*(3)

10.11 Credit Facilities Agreement, dated as of October 23, 2003, among the Registrant, certain
lenders named in such agreement, and GE Commercial Distribution Finance Corporation, as a
Lender and as Agent(6)

10.12 First Amendment to Credit Facilities Agreement, dated March 12, 2004, among the Company,
certain lenders named in such agreement, and GE Commercial Distribution Finance
Corporation, as a Lender and as Agent (filed herewith)

10.13 Second Amendment to Credit Facilitics Agreement, dated as of July 29, 2004, among the
Company, certain lenders named in such agreement and GE Commercial Distribution Finance
Corporation, as a Lender and as Agent(5)

10.14 Third Amendment to Credit Facilities Agreement, dated as of November 22, 2004, among the
Company, certain lenders named in such agreement and GE Commercial Distribution Finance
Corporation, as a Lender and as Agent (filed herewith)

10.15 Offer Letter dated December 31, 2002 between the Registrant and Thomas Mutryn*(3)

10.16 Non-Qualified Stock Option Agreement effective January 28, 2003 between the Registrant and
Thomas Mutryn*(3)

10.17 Second Amendment to Deed of Lease dated February 11, 2005 between the Company and
AG/ARG Avion, L.L.C. (successor-in-interest to Petula Associates, Ltd.) for headquarters
facility. (filed herewith)

10.18 GTSI Corp. Long Term Incentive Plan*(7)

10.19 GTSI 2005 Executive Incentive Compensation Plan* (filed herewith)

10.20 Form of GTSI Change of Control Agreement* (filed herewith)

14.1 Code of Ethics(6)

23.1 Consent of Ernst & Young LLP {filed herewith)

31.1 Section 302 Certification of Chief Executive Officer (filed herewith)

312 Section 302 Certification of Chief Financial Officer (filed herewith)

32 Section 906 Certification of Chief Executive Officer and Chief Financial Officer (filed herewith)

3

*  Management contracts and compensatory plans and arrangements required to be filed pursuant to
Item 15 (c).
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Incorporated by reference to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2000.

Incorporated by reference to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2001.

Incorporated by reference to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2002.

Incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q for the period ended
June 30, 2004.

Incorporated by reference to the Registrant’s Quarterly Report on Form >10-Q ’for the period ended
September 30, 2004.

Incorporated by reference to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2003,

Incorporated by reference to Appendix B of the Registrant’s 2004 Proxy Statement.
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